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The Audit of the Cost System’* 


By John J. Fox 


A substantial amount of accounting literature has been devoted 
to the development and design of cost accounting systems while 
little attention has been given to the procedures followed by the 
certified public accountant in auditing the cost system. The cost 
system is the focal point of the financial audit of manufacturing 
concerns and is a mechanism for applying sound accounting prin- 
ciples to the problem of allocating the total cost pool (consisting 
of opening inventories, material purchases, labor costs and manu- 
facturing expenses) between current and future accounting periods. 
While consideration must also be given to economic factors such as 
replacement costs and realizable values, cost is the primary basis 
for inventory valuation. The audit of manufacturing costs is 
usually best accomplished through a review of the cost accounting 
system. 


Objectives of the Cost System Review 


This discussion is restricted to the investigation of the cost 
system which is made as an integral part of an audit with the 
objective of expressing an opinion on the financial statements. It 
excludes consideration of special studies relating to control over 
processing of paper work, control over inventories and the develop- 
ment of more useful management data from the cost system which 
the C.P.A. may be called upon to provide as a service to man- 
agement. 

The auditor should review the cost system with three principal 
objectives in mind: 

1. Ascertaining the propriety of cost allocations between current and 


future periods (i.e., determining the appropriate amounts for valuation of 
inventories). 


* Reprinted by permission from The New York Certified Public Accountant, 
April, 1960. 








LYBRAND JOURNAL 


2. Ascertaining that the sytem provides appropriate accounting controls 
over costs incurred and related inventories. 

3. Ascertaining that the cost accounting process is handled economically 
and provides management with effective information for controlling and 
reducing costs, determining product cost and profitability, ete. 

The third objective stated above may be the subject of special 
management services assignments for the C.P.A. However, the 
auditor frequently has opportunities for making constructive com- 
ments and recommendations to management as a result of his 
observations during an audit. 


Over-all Review of the Cost System 


An initial investigation of the nature and type of cost system 
in use is usually required to provide a basis for developing a 
detailed program for auditing the cost system. This initial investi- 
gation should be sufficiently comprehensive to enable the auditor 
to plan a program for testing and evaluating the cost system. 
Some of the techniques that are available to the auditor for this 
initial over-all review are: 

1. Touring the client’s plant facilities. 

2. Reviewing internal financial statements and analytical cost reports. 

3. Reviewing company accounting manuals. 


4. Preparing system outlines. 
Touring the Client’s Plant Facilities 


To make an effective analysis of a cost system, the auditor 
should have a general understanding of the nature of the company’s 
products, its manufacturing facilities and processes and the flow 
of materials through the plant. This information can usually be 
best acquired by touring the manufacturing and storage areas of 
the plant. During the plant tour, the auditor should observe: 

1. The nature of the materials received. 

2. The flow of the materials from the receiving areas into the storage 
areas and the documents accompanying such movements. 

3. The arrangement of the manufacturing facilities and processes and the 
flow of the materials through these processes. 

In this manner, the auditor becomes familiar with the character 
of the operation as being one that brings many raw materials into 
a single end product, or one that separates a single raw material 
into several end products. He should also note the points at which 
the processed materials emerge as salable products in the different 
phases of the production process. 
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The Audit of the Cost System 


The auditor should also observe how semifinished and finished 
products are stored, the physical movement of materials shipped 
to customers and the introduction of semifinished materials into 
the production process together with the handling of the related 
paper work. 

During the course of the plant tour, the auditor usually meets 
some of the key manufacturing personnel. Such personnel are 
usually pleased to explain what they are doing and what their 
problems are. These contacts provide the auditor with an insight 
into production problems; he may also become aware of problems 
relating to excess or obsolete materials and scrap and spoilage. He 
can inquire about timekeeping procedures, whether work standards 
are used and how production is scheduled. He should obtain 
definite impressions of shop housekeeping, the general attitude of 
shop personnel toward accounting control and an understanding 
of plant terminology that will enhance his ability to communicate 
with his client’s personnel. 

A plant tour in a medium-sized manufacturing establishment 
may require no more than several hours. It serves to orient the 
auditor's thinking on the overall assignment. He may, of course, 
require subsequent visits to the plant as his work progresses. The 
plant tour may provide an opportunity to obtain an organization 
chart for manufacturing. In some companies such a chart will 
be readily available and can be supplied to the auditor without 
difficulty. In other instances, it may be necessary for the auditor 
to prepare a rough draft of such an organization chart by drawing 
upon the knowledge of company personnel. A schematic diagram 
of the production process is also a helpful tool. 


Reviewing Internal Financial Statements and Analytical Cost Reports 


The initial procedures in any audit should include an over-all 
review of financial statements to give the auditor perspective as 
to the financial position of the company, types of assets and liabili- 
ties, results of operations and similar general financial information. 
In approaching the audit of the cost system, this review of financial 
statements should be extended to include cost reports. The 
auditor should request copies of all recurring cost reports as well 
as examples of special cost studies. The examination of recurring 
cost reports will disclose the type of information generally available 
from the existing system. The auditor, of course, should specifically 
seek information as to the product classifications used in the cost 
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system, the departmental organization recognized in the account- 
ing records, whether standard costs are used, and whether the 
standard costs appear to bear a reasonable relationship to recorded 
costs. He should also be interested in the results of the company’s 
own analytical efforts. Both the regular and the special reports 
may furnish leads to more complex questions that the auditor 
might wish to investigate. 


Reviewing Company Accounting Manuals 


Many companies are equipped with comprehensive manuals 
covering all phases of the accounting procedures. Where manuals 
are in existence, the sections relating to cost accounting procedures 
should provide the auditor with an extensive knowledge of such 
procedures. In some instances, procedural descriptions will be 
accompanied by flow charts and other illustrative material. When 
information is available from this source, it will quickly supply the 
auditor with ready-made answers that could otherwise be secured 
only by more extensive field investigations. When such informa- 
tion has been recorded in accounting or procedures manuals, it is 
unnecessary for the auditor to spend time transcribing this infor- 
mation for his work papers. 


Preparing System Outlines 


The ultimate objective of the over-all investigation of the com- 
pany’s cost accounting system is to enable the auditor to appraise 
and understand the cost system and to enable him to test and 
evaluate it. To the extent that the previously described over-all 
approaches have failed to complete the auditor’s understanding, 
that deficiency should be remedied by other investigations which 
may include preparing comprehensive system outlines based upon 
discussions with supervisory personnel, and an inspection of cost 
records. 


Detailed Testing of the Cost System 


The over-all review of the cost system should give the auditor 
sufficient familiarity with the cost records to enable him to use 
them inteligently in reviewing the pricing of inventories. It may 
also provide the auditor with sufficient insight into the application 
of accounting principles in the cost procedures to enable him to 
draw some tentative conclusions as to the reliability of the system. 
At this point, however, the auditor’s conclusions are probably 
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based on insufficient evidence since he has not yet ascertained 
whether the procedures described to him or outlined in accounting 
manuals are being followed nor has he ascertained the quality of 
the underlying clerical work. 

Cost accounting procedures in many companies require the 
processing of a substantial volume of underlying paper work. 
Material requisitions and labor distributions can be quite volumi- 
nous in large plants where the end product is the work of a large 
group of timekeepers, stores clerks and other personnel. Expense 
distributions can be complicated. Frequently accounting data are 
summarized first by individual departments and then resummar- 
ized in successive steps until a final distribution is obtained. 
Service department expenses often require complex allocation 
procedures. 

The immediate objective of the auditor is to devise procedures 
for testing the cost system effectively with a minimum expenditure 
of time. The nature of the investigation must be adapted to the 
particular system in use. The character of the testing may be 
very different for different types of cost systems. Certain general 
principles of testing apply, however, in most circumstances. The 
types of detailed tests which can be applied in most instances 
are classified as follows: 

1. Test of distribution of original charges and credits. 

2. Analysis and review of cost and inventory accounts. 

3. Review of cost allocation procedures. 

4. 


Consideration of budgetary factors. 


Distribution of Original Charges and Credits 


Auditors customarily organize a program into a series of func- 
tional tests and reviews of account balances. These tests serve to 
probe deeply into the business organism. Many of the functional 
tests should be programmed to provide the auditor with authenti- 
sation of data entering into the cost system. Some of the func- 
tional tests that bear upon the cost system work are tests of pur- 
chases, payrolls and sales; tests of internal charges, such as work 
orders and requisitions, are also related to the cost accounting 
system. 

Tests of purchases are undertaken with the primary objective 
of substantiating procedures for the disbursement of funds. Each 
disbursement, however, originates an account charge, primarily 
to inventory or expense accounts. These charges are the original 
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entries in the cost procedure. Consequently, the auditor must be 
concerned with establishing not only the authenticity of such 
charges, but also the consistency and reliability of their classifi- 
cation to appropriate inventory or expense accounts. Such charges 
should be traced through on a test basis to entries in detailed 
inventory and expense ledgers, 

Payrolls are also examined primarily for substantiation of dis- 
bursements. Procedures for recording payroll distribution should 
be examined and tested to substantiate cost entries originating 
from payroll charges. The auditor should also investigate the 
timekeeping procedures as part of this process since eventual ac- 
count charges can be no more reliable than the original time charges. 

The sales examination also has its interrelationship with the 
cost system investigation since the summarization of product ship- 
ments is the basis for relief of inventories and charges to cost of 
sales. The auditor should review and test the procedures for sum- 
marizing quantities of products sold and the cost applied to sales 
for the resultant determinations of cost of sales and inventory 
relief entries. Attention should be given to the classification of 
product shipments and to the treatment of other items such as 
scrap and byproduct sales. 

Although functional tests of sales, purchases and payrolls are 
made primarily for reasons other than cost system analysis, such 
tests may also be used to substantiate cost accounting procedures. 
In addition, tests should be made of charges for materials trans- 
ferred to production, accounting for scrap and spoiled production, 
the determination of standard unit costs and the recording of 
operating variances where standard costs are used. 


Analysis of Costs and Inventory Accounts 


In his preliminary investigation of the cost system, the auditor 
frequently develops a schematic diagram of the cost system ac- 
counts, indicating the flow of the elemental costs through the 
system. The auditor should investigate the actual operation of 
the system by analyzing selected accounts and tracing the entries 
in these accounts back to source records which have been authen- 
ticated by other audit procedures. The analysis of entries in the 
cost and inventory accounts serves to tie together the various 
phases of the auditor’s work. Account analyses may disclose en- 
tries from sources not yet tested which should be investigated. 
Such entires frequently provide a deeper insight into the account- 
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ing principles applied and the method of their application and 
expose unusual or nonrecurring transactions for review. 


Review of Cost Allocation Procedures 


Manufacturing cost accounting is essentially a procedure for 
first accumulating costs by type in the centers where they are 
incurred and then allocating the accumulated costs to individual 
products. Fixed costs such as rent and depreciation charges on 
buildings contribute to the value of the products produced but 
cannot be associated readily with individual products other than 
through some method of allocation. In some instances, such costs 
may be allocated to individual products as a burden rate applied 
on the basis of direct labor. In other instances, more refined 
studies may be developed under which depreciation, for example, 
may be allocated to products on the basis of floor space used or 
power on the basis of metered consumption. The auditor, in any 
event, should be sufficiently versed in industrial accounting prac- 
tices to review the reasonableness of the allocation procedures and 
the consistency with which the procedures are applied. 

Production standards for material, labor and overhead are 
essentially devices for predetermining cost allocations based on 
normal usage of the various cost components. Such standards 
frequently provide a more reliable method for measuring costs 
than so-called ‘“‘actual’’ cost methods. The auditor should, of 
course, have some knowledge of the basis on which such standards 
were determined. This can be accomplished partially through a 
review of the underlying specifications and standard procedures 
and partially through the review and analysis of the resultant 
variance accounts. The auditor should ascertain whether the 
standards are maintained on a current basis and revised for cur- 
rent changes in conditions. He should also ascertain whether they 
are set in a manner designed to measure normal costs and result 
in charging inefficiency losses to the current accounting period. 
Consideration of Budgetary Factors 

Manufacturing costs are drastically influenced by volume 
changes due to the influence of the cost behavior of fixed and 
variable expenses. While certain expenses will vary directly with 
volume, other expenses will remain relatively fixed in amount. 
When volume is high, unit fixed costs are low and, conversely, as 
volume decreases, unit fixed costs tend to increase. Direct costing 
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procedures segregate fixed costs so that unit costs consist only of 
variable direct costs which, in theory, are not subject to fluctuation 
when volume changes. Year-end balance sheet adjustments may 
be required to include appropriate amounts of fixed costs in inven- 
tory where standards for pricing inventory include only direct costs. 

When absorption costing procedures are used, product costs 
tend to vary conversely with volume changes. When volume is 
low the accountant should recognize the possible existence of idle 
plant costs which should be treated as period charges and should 
not be allocated to inventory values. This is frequently accom- 
plished by determining normal volume and establishing standard 
overhead rates on cost levels anticipated for normal volume. 
The auditor should review the basis for determining normal 
volume and establishing the standard overhead rates. 


Program for Audit of a Cost System 


A sample audit program for the audit of a job cost system is 
described in the following paragraphs. The audit functions relating 
to the physical tests of inventory quantities and inventory pricing 
have been excluded from this program because the discussion is 
limited to the basic problems of reviewing the cost system. While 
certain portions of the program will relate equally well to both 
a job order and process cost system, certain revisions would be 
appropriate in adapting such a program to a process cost system. 

Tour the plant with supervisory plant personnel in order to become gen- 
erally familiar with the production processes, the flow of production materials 
in the manufacturing process and the organization of the plant. 

Ascertain the general nature of the cost accounting system and the pro- 
cedures in effect by inquiring of the cost accounting supervisor and reviewing 
the company’s internal financial statements and cost reports. 

Select an interim accounting period and review the entries recorded in 
the inventory and cost of sales accounts. Trace amounts to source of entry 
and test and review underlying details for other than purchases and payroll 
entries which were tested in other phases of the audit. 

Trace charges on a test basis to work in process for actual costs of material 
and labor from source data to the job order cost cards (refer to step above). 

Test the pricing of charges to work in process for material and labor at 
standard by reference to standard cost records. 

Review the procedures for closing job orders with responsible employees. 
Select a representative sample of job orders closed during the period; review 
the relat d job order cost cards, test the computation of the variances and 
trace to the journal entry. 
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Review the methods of accounting for scrapped production and scrap 
materials resulting from the production processes. 

Compare the total of sales summarized for costing purposes with recorded 
sales for the test period to determine that all sales are included in the costing. 

Test costing of sales for items selected from costing tabulations by reference 
to standard cost records. 

Review the methods and procedures for establishing standard costs and 
ascertain that standards have been revised to reflect current conditions. 

Test selected items to determine that standards are representative of cost 
by comparing the standard unit costs with actual costs recorded on the cost 
cards for completed job orders. 

Ascertain the nature of production cost variances and their relationship 
to the total cost of production to form an opinion of the acceptability of the 
standard cost for inventory pricing purposes. 

Review the computation of the standard burden rates to determine that 
such rates result in charging period costs to current operations and do not 
defer such charges to future periods. 

Review inventory and cost of sales accounts for other periods in the year 


and investigate any entries of significant amount or from unusual sources. 


Constructive Results from an Audit of the Cost System 


As a result of his audit of the cost system, the auditor is fre- 
quently in a position to make constructive suggestions to his 
client. Such suggestions can be important in enabling the com- 
pany to operate more profitably. Large companies as well as 
small can always profit from independent appraisals of their cost 
accounting procedures. 

The author recalls one instance in which a manufacturing con- 
cern produced two different products in two different depart- 
ments of the same plant. The manufacturing process in one 
department was highly mechanized, requiring a substantial invest- 
ment in the equipment and utilizing very small amounts of direct 
labor. The second department required little equipment invest- 
ment and substantial amounts of direct labor. The product cost 
accounting procedures of this company consisted of accumulating 
the cost of material and direct labor for each product and allo- 
cating overhead accumulated on a plant-wide basis by means of 
an overhead rate applied to direct labor. The result of this pro- 
cedure was, of course, that the depreciation costs and overhead 
of the first department were substantially charged to the products 
produced in the second department. It is not surprising that the 
products produced in the second department consistently showed 
a loss while unfortunately management was directing its attention 
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toward promoting the supposedly very profitable product of the 
first department. 

It should be noted that in instances where products pass 
through all departments of the plant, a plant-wide overhead rate 
usually produces an equitable result for product costing purposes. 
However, departmentalization may be required for purposes of 
overhead control. 

Effective cost accounting procedures are an important factor 
in physical control over materials. When inventory controls are 
not effective they frequently contribute to spoilage, pilferage and 
other losses which may be far more costly than the losses that are 
likely to result from careless handling of other assets such as cash. 

In one cost system audit, inquiries concerning the handling 
of scrap disclosed that the company was suffering substantial 
losses on the disposition of scrap because of its failure to properly 
segregate and classify different types of scrap. Failure to provide 
effective internal controls over the disposition of scrap has un- 
doubtedly been responsible for many inventory losses. 

Auditors frequently encounter manufacturing cost systems 
which provide the required tools for product cost determinations 
but do not provide management with tools for controlling and 
reducing material, labor and overhead costs. Cost accounts should 
be organized in a manner that facilitates placing the responsibility 
for costs incurred upon appropriate individuals in management. 
The accounts should provide a mechanism either through stand- 
ards or other similar methods of comparison for determining the 
reasonableness of costs incurred. When such controls are not 
built into the accounts, the auditor should advise his client of 
the deficiencies. 

In many instances, substantial sums are expended in the clerical 
processing work related to manufacturing operations. The auditor 
should always be alert to indications of inefficiencies in the clerical 
processing methods. Many companies have achieved substantial 
savings not only in the cost of clerical processing but in the manu- 
facturing operations themselves by improvement in forms design 
and procedures for handling of clerical work. Tabulating and other 
processing systems have been adopted to coordinate production 
and inventory control activities. The auditor should be suffi- 
ciently familiar with these techniques to enable him to recognize 
opportunities for recommending improvements in the handling 
of such activities in the client organization. 
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In audits of manufacturing organizations, the audit of a cost 
system provides the auditor with one of the best areas of rendering 
valuable service to his clients. In order to utilize this oppor- 
tunity, the auditor should be soundly grounded in cost accounting 
procedures and thoroughly familiar with his client’s manufacturing 
processes and products. He must be constantly alert for oppor- 
tunities to apply his professional knowledge in a manner most 
beneficial to his client. 
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Moral Responsibility in 
Tax Practice* 
A Former IRS Orricrau’s View 


By Clifford W. Stowe (Washington Office) 


It has been pointed out that the professional tax practitioner 
has multiple responsibilities; to his client, his government, his 
profession, and himself; and that the several interests which he 
serves at times are in sharp conflict with each other. As Albert 
H. Cohen so well said, “Conflicts between them can and do arise 
that may require the wisdom of a Solomon and the fortitude of a 
David.”' What is true of the practitioner is also true to a degree 
with respect to the government employee and the taxpayer. 
Hence, with conflicting interests and the everchanging facts and 
circumstances with which we are confronted in tax practice and 
administration it would be unwise, to say the least, to attempt to 
be dogmatic or categorica! as to any set of rules of conduct. 

Among the many fine characteristics of the American people 
are their deep-seated sense of fair play and their loyalty to their 
government. These must be preserved. Most immediate is the 
necessity for preservation of their belief in the basic justice of the 
tax laws and their administration. 

The results we have seen in other countries of a combination 
of unjust tax laws and weak, incompetent or venal administration 
should be enough to alert all of us to the need for our active 
interest and effort in preserving our self-assessment tax system 
and the highest degree of voluntary compliance. 

Preservation of the self-assessment system does not, however, 
necessarily mean preservation of the status quo or that we are 
deprived of our right as free born American citizens to make con- 
structive criticisms. To the contrary, it means to me that we 
have a duty, through active and aggressive interest and criticism 
directed in proper channels, to constantly work for improvement 
of the status quo and to so set our standards of conduct that we 


* This paper appeared originally as one of a series of three on the general 
topic of moral responsibility in tax practice. Minor changes have been made 
to remove references to the companion articles. Reprinted by permission 
from The Journal of Accountancy, April, 1959. 


1 Cohen, Albert H., “Professional Conduct in Taxes,” JofA, Jan 56, p. 34. 
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provide an outstanding example of leadership as public-spirited 
citizens as well as members of professions which deserve and 
receive the respect and confidence of the people of this country. 

To accomplish these high purposes what are the things we 
should do and what are the things we may not do? I will try to 
state briefly my views as to the responsibility of the taxpayer, 
and then discuss my concepts of the responsibilities of the Internal 
Revenue Service. 

Judge Learned Hand, in one of his many brilliant opinions, 
said “Over and over again courts have said that there is nothing 
sinister in so arranging one’s affairs as to keep taxes as low as 
possible. Everybody does so, rich and poor; and all do right, for 
nobody owes any public duty to pay more than the law demands; 
taxes are enforced exactions, not voluntary contributions. To 
demand more in the name of morals is mere cant.” 

On the other hand the taxpayer has a responsibility for honesty, 
truthfulness and obedience. If he believes that the law is unjust, 
or its administration is unfair and improper, his recourse should 
be through petition to the administrator, the courts, his duly 
elected representatives, or through exercise of his franchise. 

In 1875 Noah H. Swayne, Justice of the U.S. Supreme Court, 
stated that citizens are bound to exhibit truth, frankness and 
integrity in their dealings with their government, and the govern- 
ment officer in the discharge of his duties should be animated 
solely by considerations of right, justice and the public good.? 


Responsibilities of the IRS 


More specifically, what are the responsibilities of the Internal 
Revenue Service? Basically it seems to me that the Service has a 
responsibility to provide an honest, competent, consistent, fair 
and even-handed administration of the taxing statutes giving due 
regard, in its interpretation and administration to the will and 
intent of the legislature, when that will and intent may be 
ascertained. 

How can the Internal Revenue Service implement and dis- 
charge its responsibilities and what is it doing in this regard? 

First, the most competent available personnel must be em- 
ployed, and second, all proper steps taken to insure that the 
highest possible standards of integrity are established and main- 
tained. 


2 Trist v. Child, 88 U.S. 441. 
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The next responsibility is that the employees be trained to 
properly discharge their duties. The training should extend not 
only to assure technical competence but also a proper understand- 
ing of responsibility to the taxpaying public. 

Next, the Service must do everything reasonably within its 
power to assure the taxpayer of the earliest possible finality of 
determination of his tax liability consistent with sound and just 
administrative practices. Concurrently, there must be a never- 
ending search for simpler, more efficient, and more economical 
methods of operation. 

Next, adequate administrative appeals facilities must be 
available to all taxpayers. The taxpayer must not only know of 
the availability of the opportunity for appeal without dispropor- 
tionate cost, but also he must be convinced that his appeal will 
be heard by a disinterested and impartial person who will give 
judicial consideration to his case and be as interested in the secur- 
ing or preserving of the taxpayer’s rights as he will be in sustaining 
the initial position of the Service. 

A new system of handling appeals was established in the 
District Directors’ offices following the 1952 reorganization of the 
Service. Its primary objectives were informality and quick reso- 
lution of the simpler disputes. A minor organizational change was 
made about two years ago which undoubtedly has alleviated some 
of the conditions which had previously been criticized. However, 
I still question whether the quest for informality and speed has 
not resulted in some loss of judicial consideration. 

Insofar as the Appellate Division is concerned a very sub- 
stantial improvement has been made in the last four years in 
expediting the disposition of cases referred to it for consideration. 
In the aggregate, about 90 per cent of the nondocketed cases are 
disposed of in six months or less from the time they are received 
by the Appellate Division. 


Rules of Conduct of the IRS 


From the standpoint of attitude toward the rights of tax- 
payers you may be interested in one of the rules of conduct laid 
down for the guidance of Appellate Division conferees. It is this: 
“The Appellate Division conferee shall bear in mind that an 
exaction by the United States Government, which is not based on 
law, statutory or otherwise, is a taking of property without due 
process of law, in violation of the Fifth Amendment to the United 
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States Constitution. The conferee, in his conclusions of fact or 
application of the law, shall hew to the law and the recognized 
standards of legal construction. It shall be the duty of the conferee 
to determine the correct amount of the tax, with strict impartiality 
as between the taxpayer and the Government, and without favorit- 
ism or discrimination as between taxpayers.” So long as that rule 
is adhered to it seems to me that no one can be heard to justifiably 
complain. 

In this same connection I would like to quote an admonition 
from a circuit court of appeals decision which taxpayers, practi- 
tioners and Service personnel alike should bear in mind. It is this: 
“And the plain, obvious, and rational meaning of a statute is 
always to be preferred to any curious, narrow, hidden sense that 
nothing but the exigency of a hard case and the ingenuity and 
study of an acute and powerful intellect would discover.” 

Finally, any rulings of the Service which have general interest 
or application should be publicized. The distrust and suspicion 
which result from knowledge that so-called “private” or “‘secret”’ 
rulings are issued can only result in undermining public confidence 
in the administration of the tax laws. In the past this situation 
was blown up all out of proportion to its real significance and the 
true conditions. However, as a result of the recommendations of 
a Congressional Committee, the Service publishes a vastly greater 
number of its rulings—in fact so many that I seriously doubt the 
capacity of the average human mind to assimilate them or even 
to classify them in terms of relative importance. 

There is an additional point in this category I would like to 
touch on. It is with respect to discriminatory legislation. The 
Internal Revenue Service cannot directly or alone do anything 
effective in this area and, therefore, if anything is to be done it 
must be accomplished through the representations of the profes- 
sions and an aroused public opinion. If public respect for the 
taxing statutes is to be maintained at a level which will assure 
continued obedience to and compliance with those statutes some- 
thing must be done to reverse the trend toward discriminatory 
class, group, or individual privilege through preferential treatment. 

Now, I would like to suggest a few things which practitioners 
can do to assist the Internal Revenue Service in the discharge 
of its responsibilities. 

The first is in creating a better understanding on the part of 


clients of what their rights and responsibilities are. The laying 
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on of the hands of the tax collector is an unpleasant enough experi- 
ence for all concerned even if everyone respects the rights of others 
and fully recognizes the others’ duties and responsibilities. 

Next, I am sure that it is quite unnecessary to say that, 
insofar as the practitioner is concerned, one of his valuable assets 
is the respect and confidence of Service personnel with whom he 
must deal. Once that respect and confidence has been secured, 
the Service personnel, relying on the integrity of the practitioner, 
can and will do much to ease his path and that of his client. 
However, the reliance which the Service representative places on 
the integrity of the practitioner imposes a duty on the latter to 
make certain of the accuracy of the oral and written representations 
he makes in pleading his client’s case unless he makes it clear 
that he assumes no responsibility for their accuracy or com- 
pleteness. 

Occasionally, the problem arises as to how far the practitioner 
should or may go in assisting the Revenue Service to make its 
determination of tax liability. This opens up the Pandora’s box 
of problems which make the question of moral responsibilities 
so vexatious. 


Duties of the Practitioner 


There are those who hold the view that a practitioner has a 
responsibility for protection of the revenue in the same sense as 
that term is attributed to the Revenue Service. Also, there are 
those who contend that a practitioner should not prepare and file 
a return unless he is ready to vouch both for its accuracy and its 
completeness in every respect. In other words, the practitioner 
should know everything there is to know about the financial 
affairs of those for whom he prepares tax returns; divulge all the 
information to the Revenue Service; and, inferentially, resolve all 
doubtful questions in favor of the government. 

However desirable such a Utopian situation may be from the 
standpoint of the tax administrator, it hardly squares with the 
facts of life and the rules of their codes of ethics by which the 
lawyer and the accountant are bound. Furthermore, the rules of 
the Treasury Department do not require it. 

While this is an area in which one most certainly may not be 
dogmatic, there are authoritative writings which shed light on 
the problem and furnish guidance as to our responsibilities. 
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Moral Responsibility in Tax Practice 


In his excellent book, Professional Ethics of Certified Public 
Accountants, John L. Carey says, “It is generally agreed that the 
certified public accountant in tax practice as in other fields of prac- 
tice has a primary responsibility to his client. This need not 
conflict with his responsibility to the government and the general 
public. One duty to the client is to help him keep his tax to the 
minimum legally due 





that is, toavoid unnecessary overpayment. 
He also owes the client a duty, however, to try to keep him out of 
trouble—to advise him to avoid underpayments of tax that may 
lead to interest or penalties, and particularly to dissuade him 
from concealments which might result in charges of fraud.” 
(p. 114.) 

“Although there seems to be no clearly defined responsibility 
on the tax practitioner to satisfy himself that the information 
presented in a return is complete and accurate, the certified public 
accountant has an inescapable ethical responsibility to exercise 
prudence in evaluating the information in the return. He should 
not close his eyes to obvious inaccuracies, nor readily accept 
information that his own knowledge might suggest to be in con- 
flict with the facts.” (p. 118.) 

With respect to the question of what position the practitioner 
should take in the preparation of a return or its subsequent 
defense before the Revenue Service, where there is an honest 
basis for difference of opinion as to what the applicable law is, 
or how it should be interpreted and applied, or even the interpre- 
tation of the relevant and material facts, I | ave found no specific, 
authoritative statement. However, I believe a fair, general answer 
can be derived from what has already been cited. 

First, I will again refer to Judge Hand’s statement that “nobody 
owes any public duty to pay more than the law demands . . . To 
demand more in the name of morals is mere cant.”” Next, I refer 
to Mr. Carey’s statements that the certified public accountant 
has a primary responsibility to his client, with, however, an ines- 
capable ethical responsibility to exercise prudence in evaluating 
the information in the return. However, I do not understand 
that the C.P.A.’s responsibility to a client extends to com- 
plicity in misrepresentation, fraud, or any act which would do 
violence to his own conscience. Finally, I refer to the Treasury 
Department requirements that each enrolled agent shall be of good 
character and good reputation, conducting his practice in an 
ethical and professional manner, observing the ethical standards 
of the accounting profession. 
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Conclusion 


Bearing all these factors in mind, it seems to me that, where 
there is an honest basis for varying interpretations of the relevant 
and material facts or the application of the law to the facts, the 
practitioner not only is at liberty to urge the interpretation or 
application which is most favorable to his client, but that is his 
duty. 

So, to sum up, it seems that we may say that the tax practi- 
tioner has a professional responsibility to be as accurate in the 
preparation of a return as the scope of his engagement and his 
experience and judgment permit; that he should be frank and 
honest in all his dealings with the government; and that it is his 
duty to his client to prepare the return in such a manner as to 
make certain that the taxpayer’s liability is no more, and no less 
than is legally due. 

















EDP and the Disenchanted 


EDP and the Disenchanted* 


Felix Kaufman (Director, North-East Region, Management Services) 


Because there was so much fanfare when people first began to 
consider electronic data processing, it was natural that a tool 
with such radical possibilities would be watched with great 
interest. Electronic data processing has been evaluated through 
rumor and gossip, and in management literature almost from the 
moment the first user pushed the start button. Over a period of 
two to three years, observations, gossip, and surveys have blended 
with prejudice and hastily-drawn conclusions to form a general 
impression of the relative success and failure of EDP. One can 
hardly escape observing a certain note of disappointment in the 
evaluations he hears and reads. 

I have been most interested in this disenchantment and have 
continuously compared the generally emerging picture with my 
own image of EDP. Much of the disenchantment—though not 
all—I believe stems from distortions caused by irresponsible 
observation and lack of insight into the general and specific prob- 
lems of planning and implementation. 

Accordingly, I shall attempt to put some of the successes and 
failures of EDP into a more reasonable perspective. I do this on 
the basis of my own experience, which includes seeing new EDP 
situations every week, intermittent but frequent contact with a 
variety of operating installations, continuous contact with all of 
the principal manufacturers and other observers, and on a never 
ending examination of a constantly increasing volume of literature. 

How can success or failure be measured? In the electronic 
data processing business, there are some generally accepted reasons 
for using a computer and these, of course, are the obvious yard- 
sticks of success or failure. To enumerate: 

An important motivation for changing systems is the expectation that 
clerical costs will be reduced. 

The new system should provide better data, either by its ability to mani- 
pulate information previously available, or because it can provide useful 
facts not formerly available. 

The new system provides additional benefits by improving the timeliness 


of data. 


*Reprinted by permission from the California Management Review, Summer, 
1959. 
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Given these as criteria, how does one go about measuring the 
effectiveness of systems? Obviously, the best way to get the feel 
of what’s going on is to conduct a survey based upon a careful 
evaluation of what many users have accomplished. 

This would pose many difficulties, not the least of which would 
be a definition of some standard of efficiency to provide a common 
starting point and the selection of a valid sample. But of more 
immediate concern in trying to assess the effectiveness of EDP 
is the fact that, to my knowledge, such a study has not been 
undertaken. 

Accordingly, I must caution readers that what I have to say 
and what others have said and written is an assessment of the mood 
of the electronic data processing field. It has been arrived at by 
formal and informal discussion with users, manufacturers, con- 
sultants and others, each of whom has his special point of view, 
and must lack, to a greater or lesser extent, complete objectivity 
even concerning his own relatively narrow view of the total scene. 


The Mood of the Literature 


An important element in the mood of the field—and in my 
impression of that mood—is of course the literature in the field. 

“Assessment” articles began to appear during the Autumn of 
1958, starting with an article in the Harvard Business Review.’ 
Its title, ““Never Overestimate the Power of a Computer,” fore- 
shadowed what we were about to hear from others taking the 
electronic data processing pulse. Shortly thereafter, a set of sta- 
tistics collected by a consultant? was widely publicized and it 
has on at least two occasions during 1958, been quoted by popular 
publications. These statistics merit some analysis and I will do 
this later. 

About the same time, Fortune* had a piece dealing with man- 
agement’s indifference in dealing with the entire body of costs 
not entering into the “cost of goods sold,” of which office costs 
were emphasized as a major segment. It is worth noting the 
major points made by this analysis: 


1 Lewis, R. F., ““Never Overestimate the Power of a Computer,” Harvard 
Business Review (September—October, 1957). 

? John Diebold, Address to New York City Control of the Controllers 
Institute of America (March 13, 1958). 


3 Stryker, Perrin, ““What Management Doesn’t Know Can Hurt It,” 
Fortune (November, 1957). 
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1. It cited the traditional indifference of top management to the office 
and distribution cost areas. 


2. It doubted that there are many cases where more information is needed. 
This was in connection with the claims made for electronic data processing’s 
ability to produce more information. 

3. It quoted a consultant who seemed to imply that there ought to be an 
important lesson in his own experience in “never recommending a computer.” 

+. It suspected the direction given electronic data processing programs by 
controllers, as well as their efforts in controlling costs in their own backyard. 


5. It cited what has now become an old saw (do a study for electronic 
data processing purposes and you'll discover major benefits without going to a 
computer) as evidence of the need for attention to basic improvements with- 
out mechanization. 

In general, this article was not favorable to the computer 
cause. 

More recently, we have had a survey article in Business Week,‘ 
which seems to me to be the best assessment to date. It acknowl- 
edged many “false starts and mistakes,” attributing them in the 
main to management errors stemming from the difficulties in 
spawning and directing a project which has unusual internal 
implications, places stress on established organizational relation- 
ships, and wants skills not provided by the previous experience 
of people assigned to the task. This article concluded on a very 
hopeful note. 

Most recently, the “how-are-we-doing” type of note appeared 
in Time.» Bad management was cited again and the accountants’ 
role questioned. Equipment came off relatively unscathed. 

This is by no means the entire story. In general, however, the 
points made in other articles have been about the same and, as 
often as not, have reflected corridor conversation at conventions. 

What are the main points developed by this collective assess- 
ment? I would say they are as follows: 

Most failures are due to bad planning. The evaluations of these failures, 
however, have not explored in depth the reasons for bad planning. None, to 
my knowledge, has explored bad planning as a likely prelude to getting into 
electronic data processing. 

The equipment by and large has been satisfactory, although there are some 
expressions of dissatisfaction encountered about failure to provide specific 
abilities. 

The manufacturers have oversold the product by exaggerating computer 
skills and by understating or ignoring costs. 


4 June 21, 1958. 


5 January 26, 1959. 
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This is the background against which I would like to consider 
the question of failure and accomplishment. In general, the mood 
is primarily one of disillusionment because early expectations 
were not fulfilled, but this is not necessarily accompanied by a 
sense of disappointment concerning the future. 


Extent of Experience 


Before proceeding to a more extensive consideration of the 
question, I would like to consider the extent of the evidence avail- 
able for judging progress. This will at the same time serve to 
comment about the validity of statistics thus far employed to 
evaluate success or failure. As of the beginning of broad assess- 
ments of electronic data processing progress late in 1957 and early 
in 1958, the picture of use was about as follows:® 


Type of Installation Numbers in Use 
IBM 702 Cae en 11 
BNE OBS. Sawer else 73 
Univac I.... Stich 36 
IBM 650... ie ae 750 
| ee ae re ae ae 81 


The important qualifications to this use picture are about as 
follows: (1) Of the group of machines with the full scope of elec- 
tronic data processing capacity—large internal memory and 
extensive magnetic tape facilities 





the IBM 705 was predominant. 
Since the first delivery of that machine was made early in 1956, 
the average 705 installation was about 18 months old on January 1, 
1959. This is hardly long enough to put an integrated program 
on the air. (2) Of the group of major machines, about 120 in 
total, a substantial number were in use by government. In gen- 
eral, these systems are not subject to the same tests of effective- 
ness as commercial systems and should not be included without 
extensive qualification in an over-all evaluation. (3) Of the group 
which is largest numerically, the smaller magnetic drum machine, 
the IBM 650 is dominant. Most of these machines, however, 
were card input—card output devices, since 650 systems using 
magnetic tape were not delivered until 1957. 


®In late 1958, the picture was somewhat as follows: 


Type of Installation Numbers in Use 
IBM 702..... epee ta, Se en 11 
IBM 705 ee nae og 95 
UMM con ie ay WL Ne GRA ro 108 
LL ES ee: 


ere eee 100 
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The conclusions one can draw from this picture are as follows: 

There were less than 100 full fledged (large scale) commercial systems in 
early 1958. They had an average age of about one year. 

The smaller machines, being predominantly card dominated, were not of 
the type to make a real mark on the over-all systems of which they were a part. 

In my opinion, the statistical evidence of a year and a half 
ago was slim. Moreover, the oft-quoted survey I have mentioned 
earlier based its conclusions on 300 responses. If these tended 
to represent an evenly distributed sample of the installations then 
in operation, the influence of major systems was very slight indeed. 
I conclude that our surveys to date are based upon evidence col- 
lected too early in the game. 

However, although one may accept this qualification of the 
quantitative evidence, I must still deal with the general feeling that 
we are off to a slow start and that this is not completely exonerated 
by the infancy of the field. Therefore, the goal of this paper now 
is to consider the why and wherefore of disillusionment, given 
the absence of a body of conclusive evidence to repudiate that 
mood. 


Right to Flounder 


I am surprised to find that all evaluations imply a higher order 
of competence for managers in general than we really ought to 
expect. I do not see that we have a good precedent for judging 
progress according to what progress would be if everyone knew 
what he was doing. May I call your attention toa point of view 
I describe by the term Coefficient of Institutional Friction. 
According to this, no organization ought to be evaluated accord- 
ing to that ideal of efficiency which systems men try to design 
into a procedure and managers feel they are always striving to 
achieve in practice. All organizations I know of operate around 
some level of inefficiency. The norm is forever a condition capable 
of much improvement. Poor organizations have more than normal 
inefficiency ; good ones have less. I assume both types have acquired 
computers and I see no reason why the organizations with a tra- 
dition for doing things the hard way should change their stripes 
for this type of venture. 

Accordingly, I come to the conclusion that some among the 
users are not capable of an efficient transition even though they 
may eventually produce what for them is a better system. This 
is hardly a weakness of electronic data processing—neither the 
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equipment nor the concept. It is fulfillment of the normal range 
of expectations when the full range of talent—and lack thereof— 
tackles a major project. 


Electronic Data Processing as a Catalyst 


A hazard in judging an electronic data processing program on 
its face is associated with the foregoing, and also associated with 
the now famous proposition that a good survey can do so much 
without using a computer. This proposition certainly seems 
sound. However, as systems men will generally testify, we have 
all had experience with many situations where obvious improve- 
ments are long overdue, but cannot be achieved because of internal 
differences, organizational barriers, and other obstacles. In fact, 
in many cases we would just like permission—which we cannot 
get—to investigate some of these areas. 

There are some situations—and I know of them—where elec- 
tronic data processing has been undertaken by management 
knowing that it was the only effective way to eliminate archaic 
practices and modernize operations, even though careful analysis 
would reveal that other methods, perhaps less expensive, would 
do the job. The other methods lack impact and run the ever pres- 
ent risk of being corrupted after the existing organization gets its 
chance to mold the new system into its own image. In these cases, 
electronic data processing is being employed as a catalyst to 
facilitate change that will not otherwise occur. I think this is 
more often the case than most of us are willing to concede. 

It is also worth mentioning that one of the most maligned 
early systems—one that has influenced the mood of the literature 
was installed as a result of management’s feeling that it was the 
best way to produce desirable organizational change. However, 
outsiders viewing its sluggishness in producing clerical cost sav- 
ings and other obvious benefits, concluded that its sponsors just 
didn’t know what they were doing. 


Organizational Problems 


The same kinds of problems that prompt some managements 
to install electronic data processing for dramatic effect prompt 
others to proceed in the opposite direction. Perhaps the most 
common complaint about electronic data processing systems 
design is its tendency to superimpose itself on existing methods 
of reporting and cumbersome manual methods. In this frame- 
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work, it replaces some form of mechanization to produce a more 
elegant but not necessarily cheaper system. This approach is 
the favorite whipping boy for the critics. I think I can say a 
kind word even for those who have taken this tack—that is, if 
they knew what they were about when they did it. 

What’s right about this approach? I am convinced that all 
our talk about the necessity for breaking down departmental 
barriers treats too lightly the problems of the man who has to do 
the breaking. It’s not an easy task and our trailblazer may know 
what he’s up to when he uses the “infiltration”? method—which 
means, get the system for modest, undramatic changes and then 
grow into other things. Obviously in the early period of such use, 
nothing sensational will happen to distinguish the system and it 
probably will be criticized. 

Since this is the tack the unimaginative will also take, it is 
admittedly difficult to distinguish the bungler from the cunning 
fellow who proceeds this way deliberately. 

I think criticisms of the accountants’ role flow to some extent 
out of the delicacy of these organizational problems. In my experi- 
ence the accountant is frequently aware of the opportunities lying 
outside of his own domain, but must give very careful thought to 
his modus operandi when he appears to be intruding into someone 
else’s bailiwick. His life is further complicated by the integrating 
possibilities inherent in electronic data processing, since we cannot 
dismiss the controller’s problem by telling him to shift electronic 
data processing responsibility to other departments. More often 
than not, the well-designed system should embrace his activity and 
the “outside” one and the latter may flow logically out of the former. 

I must also add that many prospective users have created 
steering committees which appear to include the kind of non- 
accounting point of view the controller’s critics say is needed. 
Notwithstanding the inherent usefulness of this kind of represent- 
ation, I would say, without hesitation, that I have not encoun- 
tered the enlightened attitude among production men and engin- 
eers that some imply we should find. If anything, they have had 
less opportunity than the controller to become acquainted with 
electronic data processing possibilities and to provide the impetus 
for a new program. 


Role of Equipment 


In continuing to cite what I could broadly call the extenuating 
circumstances behind false starts in electronic data processing, 
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some consideration needs to be given to the role of equipment. 
Two points are important. 

1. The experience of a few pioneer users who began with 
systems which we now recognize to have been somewhat limited 
has been grossly exaggerated by the literature dealing with this 
topic. The problem was compounded by the willingness of these 
early users to publicize their programs before results were available. 
Hindsight also tells us that these early users had serious adapta- 
tion problems to solve, which they did not iecognize and about 
which, in a sense, they had a right to do some muddling. Reports 
about these systems have not put them in the proper perspective, 
considering these problems of equipment and planning. 

2. We have been and still are dominated in numbers of sys- 
tems by machines which take cards and make cards. These ma- 
chines are not to be belittled. We have, however, tended to 
overlook their limitations. To begin, they are only important 
elements in a punch card system. Therefore, they must be util- 
ized in a daring way if they are to seriously alter the existing pro- 
cedures. Since this is not likely to happen, the justification for 
these machines rests mainly on the ability to employ them at a 
lower cost on a given volume of work now being performed by 
other machines. It is easy to show that these computers can experi- 
ence considerable difficulty in getting the cost per unit of work 
down to or below the devices they displace. 


The Real Indictment 


Lest anyone conclude that the purpose of this article is simply 
to whitewash various failures, I shall now turn to criticisms which 
I share with others. Notwithstanding all of the reasons I have 
given to explain why management has some right to bungle in 
this field, there are many examples of atrocious planning in this 
business. These cases, mixed indiscriminately with the ones 
that have good excuses, account for whatever degree of disillusion- 
ment now exists. 

Why the atrocious planning? This is no easy question—and 
it certainly isn’t merely rhetorical, for I have always found the 
situation difficult to analyze and explain. This makes it difficult 
to provide you with a satisfactory explanation, but I will try. 

My intuitive feeling is that management has approached this 
problem without the sense of humility it requires. Somehow or 
other, despite a flood of articles and speeches on traps and pitfalls, 
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management at large has assumed that it had the experience, 
presumably from previous systems work, to go into EDP. Accord- 
ingly, in case after case, the work has been delegated almost alto- 
gether to personnel not properly equipped by training or back- 
ground to do the job without appropriate direction. Of course, 
once the job is delegated to weak hands, management is in for 
trouble. Shortly, it will receive a report of findings which it per- 
sonally has no competence to evaluate. These are the standard 
preliminaries to a bad system. 

I must broaden the indictment in one respect and take sides 
with the most derogatory literature in this connection. Many 
installations are failing to produce predicted savings. This indicts 
the systems man on two grounds. First, he should have enough 
experience with “savings” to hedge his bets carefully—nothing is 
as elusive as the clerical saving attributed to new methods. (Then, 
why isn't he more careful?) Secondly, he does a bad job in the 
area of cost analysis. He consistently ignores or understates 
preparation costs, fails to attempt a forecast of future volume, 
ignores the peripheral system surrounding the machine, under- 
states the cost of permanent staff, and fails to time with sufficient 
care to evaluate the overtime requirement. Why? I attribute this 
both to poor training and failure to realize the importance of the 
cost analysis. 

Management has also overrated the systems role of the manu- 
facturer. On the smaller scale involvements with punch card 
accounting and bookkeeping machines, he grew accustomed to 
assistance from manufacturers in basic design. The enormous 
demands now being made upon manufacturers for service make it 
very difficult for them to provide the depth required for this 
kind of systems planning. Moreover, what the manufacturer pro- 
vides must necessarily be planning oriented to a particular machine, 
but the right planning should be indifferent to specific equipment 
up to a point at least. In short, the manufacturer should empha- 
size his ability to discern areas where his equipment might be 
used and to prescribe the appropriate use for his equipment, 
given a broad blueprint. 


Conclusions 


In summary, this article has attempted to assess progress, or 
lack thereof, in EDP by paying more attention to the inherent 
nature of the obstacles and to the complications arising from 
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them. As matters stand now, I believe the following points describe 
our present situation : 


1. Evaluations of electronic data processing progress to date are not 
scientific. They are primarily intuitive and represent a mood rather than a 
measurement. 

2. Such disillusionment as currently exists is in some part due to standards 
of attainment which are too high. We have behaved like perfectionists in 
our evaluations, without proper regard for the substantial difficulties to be 
overcome in programs of this kind. 

3. Many electronic data processing ventures have been or are unsatis- 
factory to a greater or lesser extent. This seems to be due to a propensity 
to mismanage this type of project, probably resulting from underestimating 
the skills required or from overestimating the value of other types of experience. 

4. Nothing in experience to date points to any inherent weakness in elec- 
tronic data processing. With costs falling and experience increasing, the 
future is definitely favorable for the role of the computer. 
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Developing Professional 
Accountants" 


By Raymond G. Ankers (National Personnel Manager) 


The development of professional accountants is perhaps one of 
the most vital problems facing our profession today. It is a problem 
which has a direct bearing on the economics of every accounting 
practice, and this is true even for those who are not at the present 
time conducting a practice with the aid of a professional staff. 

The future of our profession depends upon the caliber of the 
people who are in it and upon the people who are entering it. 
Because of its rapid growth and the expansion of its services, the 
profession requires a steady and substantial influx of capable 
young people. Furthermore, the climate in public accounting 
should be such that good students are attracted to our profession 
and that good men presently in the profession are encouraged to 
remain in it rather than using the experience they receive in public 
accounting as a stepping stone to positions in other fields. 

There are certain aspects of developing professional account- 
ants that can be handled best by our professional organizations 
and there are others that can be dealt with most effectively by 
practitioners. First, let us review briefly some of the matters 
which come within the province of our professional organizations 
and later consider the practitioner’s part in this effort. 

Here are some of the matters in which our professional organi- 
zations take leadership: (1) preparing and directing programs 
aimed at interesting more capable people to choose public ac- 
counting as a career, (2) maintaining adequate standards of edu- 
cation and experience for admission into the profession, (3) 
sponsoring and directing continuing education programs for those 
in the profession. 

Our professional organizations have been acutely aware of 
their responsibilities in these areas. They have realized for a long 
time that we are not getting our share of the better college stu- 
dents. The reason we are not doing so is probably quite obvious. 
The majority of the better high school students seem to be guided 
towards careers in medicine, law, or engineering. Of those who 


* Reprinted with permission from The New York Certified Public Accountant, 
August, 1959. 
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enter business schools the glamour of advertising, marketing and 
management seems to prevail over accounting. Our problem here 
seems to stem from the fact that even now a substantial portion 
of the public has little conception of what a career in public 
accounting would be like or of the opportunities it presents. 

In order to alleviate this problem the American Institute of 
Certified Public Accountants initiated several projects during the 
past fifteen years directed to college-age and pre-college-age stu- 
dents to encourage them to consider public accounting as a career, 
pointing out the breadth and depth of our work, its social and eco- 
nomic implications, the challenge it presents, and its satisfactions. 


The Testing Program 


The Institute’s first major project was the development of a 
testing program to aid college students in determining their fitness 
for public accounting. Four tests were devised—an Interest Test, 
an Orientation or Aptitude Test, and Achievement Tests, Level I 
and Level II. This testing program has been used by several hun- 
dred schools throughout the country and in Canada. The test scores 
which are based on national norms aid college professors in career 
guidance, and prospective employers in evaluating graduating 
seniors. An additional value beyond the basic purpose of the 
tests was the fact that our need for competent and well educated 
people was made known to those in nonaccounting circles, as a 
result of the publicity the program received. Our needs were not 
even as well understood at the time this testing program was 
started as it is today. 

A few years ago an aptitude test was prepared for use at the 
high school level in an endeavor to guide qualified students into 
enrolling in an accounting curriculum. Unfortunately, these tests 
have not had as wide a distribution as hoped for. Probably the 
reason for this is that most high schools are committed by custom 
to giving a series of objective tests, starting at the tenth grade 
or below, and they are not disposed to devote further time to 
testing for a particular field of endeavor. 


A Broad Recruitment Program 


About five years ago the Institute sponsored a broad recruit- 
ment program. This program included the production of a career 
film “Accounting the Language of Business” and a career bro- 
chure, “Accounting May Be the Right Field for You.” Through 
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the cooperation of the state societies, the career film has been 
shown thousands of times in high schools and colleges. It 
has also had a large number of showings on television with an 
audience estimated in astronomical figures. Because of the num- 
ber of times it has been shown the demand for the film lessened 
during the past year. It is interesting to note that in April, 1958, 
the Council of the Institute appropriated a sum of $60,000 for 
the production of a new motion picture to replace the present one. 
The new career film, “C.P.A.” 
in 1960. 


, will be ready for release early 


Educational Standards 


Maintaining adequate educational standards for admission to 
the profession is a primary function of our professional organiza- 
tions. Our educational standards will, in large measure, determine 
the quality of the talent we will have for development, and the 
extent to which we can develop beginners will correlate closely 
with the quality of the beginners. 

The report of the Commission on Standards of Education and 
Experience for Certified Public Accountants recommends higher 
educational standards. The Commission is an independent body 
composed of leaders in the accounting profession and in the teach- 
ing profession. The report was the result of a study which took 
several years to complete. Among other things, the report sug- 
gests that an educational background comparable to that now 
required by New York State is a minimum standard and recom- 
mends that over a period of time the minimum be increased to 
include at least one year of postgraduate study. 

New York has met this minimum standard since January 1, 
1938. It was the first state to require a baccalaureate degree as 
a prerequisite for taking the C.P.A. examination and only a few 
other states now have as high standards. However, the fact that 
New York State has previously taken the leadership in increasing 
educational standards may suggest that our Society should give 
serious consideration to sponsoring higher standards in the near 
future. 


Continuing Education 


Continuing education in its broadest sense includes all tech- 
nical information and training made available to members of the 
profession after completion of formal college programs. In that 
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context, our professional organizations have provided a wealth of 
training for their members. Some of the items which might be so 
classified are the professional magazines, the case studies, the 
research bulletins and the excellent technical sessions provided by 
our own State Society and other societies. 

Although this type of training is good, there seems to be a 
latent demand for a much more ambitious and comprehensive 
educational program for all members of the profession than we 
now have. Last year the Council of the Institute authorized a 
study to lay the groundwork for a broad continuing education 
program which will aid experienced practitioners as well as 
young staff members. In the Council’s considerations of this 
matter it was pointed out that many practicing certified public 
accountants have had inadequate training in some phases of prac- 
tice; that very few local accounting firms can provide adequate 
training programs for beginners; and that the increasing demands 
for services by C.P.A.s in new fields such as management serv- 
ices, estate planning, and audits of specialized industries, suggest 
that unless facilities are provided for instruction in these areas, 
it is quite possible that great opportunities may be missed. 

It was also pointed out that studies made by the Institute’s 
staff show that the legal profession, the medical profession, engi- 
neering, insurance, banking, credit men and the American Manage- 
ment Association have elaborate programs of adult education for 
members of their group. These programs offer a variety of choices 
to their members, including home study courses, one-day insti- 
tutes, courses requiring one evening a week over a period of 
weeks, formal lecture courses, seminar type courses, organized 
postgraduate programs ranging from one day to several months 
in duration which are conducted on college campuses, two-week 
summer sessions on university campuses, seminar sessions of sev- 
eral days, larger group meetings of one or two days and long 
residence courses at national centers. This study also mentions 
that almost all of these special programs are self-supporting. Fees 
are charged which recover all costs. 

Probably it will take some time for completion of our study 
which is now under way, but the foundation has been laid. In 
the meantime, three courses have been developed, one in report 
writing, one in accountant’s legal responsibility and another in 
tax practice. The recent announcement made by our Society to 
give the report writing course to a limited number of our members 
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resulted in an oversubscription for the course. The year before 
when this course was offered, the response indicated a consider- 
able amount of disinterest in the course. Possibly our recent 
experience indicates an increasing interest in continuing education 
programs. 


Self Development 


In considering the practitioner’s role in developing professional 
accountants, I would like to discuss first the self-development 
aspects which apply to all practitioners whether partners, indi- 
vidual practitioners or staff members, and then to comment upon 
the responsibility of the employing practitioners in developing staff. 

Of course, we all espouse the idea of self development, but 
since we are all busy people it is indeed difficult to find the time 
to carry out this idea. In this connection, the following quotation 
from the A.I.C.P.A.’s Bulletin 1, of the Economics of Accounting 
Practice series on the subject of “Incomes of Practicing Certified 
Public Accountants,” is of interest: “. . . a practitioner may not 
truly be ‘keeping even’ with the rest of the world if he commonly 
works 50 or more hours a week on billable engagements to produce 
annual income comparable to that of his contemporaries. Without 
giving sufficient attention to the other activities necessary for 
professional success, his future growth may be retarded.” 

It is essential for C.P.A.s to provide time for self development. 
C.P.A.s must keep up-to-date on matters affecting their work and 
their profession. One young C.P.A. who started a practice about 
three years ago in one of our suburbs and is doing exceptionally 
well, ran into the “lack of time” problem. He solved it by setting 
aside the hour between 8 and 9 o’clock each morning to review 
tax services, and read or scan The Journal of Accountancy, The 
New York Certified Public Accountant, and releases from profes- 
sional organizations. He has no set schedule as to what he will 
read each day, but he is conscientious in devoting that hour daily 
to “keeping current.” 

But “keeping current” on matters directly affecting our work 
or our profession is not enough. We must also keep well informed 
concerning political, economic, and business conditions on local, 
national and international levels. 

Then again, how many of us know only the financial side of 
our clients’ affairs? Should we not also make it a point to have 
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an intimate knowledge of their operations, products, and general 
business problems if we are to be of greatest service? 

Do we set aside enough time to take an active part in com- 
munity and civic affairs as well as in professional activities? Those 
who do not only enhance their own prestige but also that of the 
profession. And it is important that in whatever we undertake or 
do, we have respect for ourselves and for our work. It will also 
be desirable to cultivate a judicial approach to all problems. 
Objectivity is at the core of our profession. 

Self development has many aspects. Only a few have been 
mentioned here. 


Responsibility for Developing Staff 


What is the responsibility of the employing practitioner for 
developing staff? Relative to this, the following is quoted from 
a very fine article which appeared in the March 1959 issue of 
The Journal of Accountancy. The title of this article is “Recruit- 
ment, Selection, and Training” and the author is our Vice- 
President, Mr. Samuel J. Duboff. “‘Each firm has a responsibility 
for the professional development of every qualified person on its 
staff so that, if for one reason or another he does not remain 
with his firm, he will be able to handle himself elsewhere in a 
manner which is a credit to the firm and the profession.” 

The way firms carry out this responsibility differs materially, 
depending on the size of their staffs and their objectives. Most 
of the larger firms and many of the smaller ones have well organ- 
ized training programs for beginners and some of them also provide 
advance courses for more experienced staff members. 

Programs for beginners in some cases include classroom train- 
ing as well as on-the-job training. For example, at L.R.B. & M., 
our training program for beginners includes six weeks of classroom 
training. Our training school is held on a college campus in New 
Jersey and is attended by beginners from our various offices. The 
instructional staff is composed of partners and staff members. The 
first four weeks of training, referred to as our Elementary Course, 
is given each summer for beginners who came with us during the 
year. Most of the beginners are inexperienced June graduates; the 
others may have had up to a year’s experience. The Advanced 
Course of two weeks’ duration is given the following summer to 
those who attended the Elementary Course the previous summer. 
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Unquestionably, classroom training of this kind facilitates the 
progress of beginners and makes them better representatives of 
their firms. However, a definite on-the-job training program is 
even more important. We can safely assume that firms providing 
classroom training also have well-defined on-the-job training 
practices. On-the-job training, which provides for rotation of 
assignments and instruction while carrying out assignments, is 
equally applicable to small and large firms. To be effective such 
a program must be formalized so that staff members clearly under- 
stand what is expected of them in giving or receiving training. 
Planned on-the-job training should result in more rapid advance- 
ment of staff members. 

Probably it is only natural that when staff training is being 
considered we think first of training for beginners. Of course it is 
equally important to provide training for staff members at all 
levels. A number of firms either conduct their own training pro- 
grams in specialized fields of accounting, in taxes, in S.E.C. 
matters, in management services, etc., for their experienced staff 
members or pay the cost of enrolling them in college courses or 
seminars conducted by professional organizations and others. 

Staff training represents a substantial investment. The value 
of this investment to an employer may be negligible unless staff 
training is only one part of a good over-all personnel policy. A 
good personnel policy should include (1) careful selection of begin- 
ners, (2) the practice of making advancements from within, and 
(3) doing those things which create a climate that encourages the 
retention of staff members. 


Selection of Beginners 

Careful selection of beginners is the crux of every good per- 
sonnel policy and, as we know, it is not easy to obtain well-qualified 
applicants. Although there is no shortage in the number of stu- 
dents graduating with accounting degrees from which to make a 
selection, there is a definite shortage in quality. This shortage of 
quality is neither new nor peculiar to our profession. Its effect 
on us has been to create keen competition among public accounting 
firms and business organizations for these well-qualified applicants. 
As a result, such applicants receive several employment offers and, 
in the last analysis, it is they rather than the employer who make 
the selection. 
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I am convinced that these top candidates do not select em- 
ployers solely on the basis of compensation. They make an objec- 
tive study of what each employer has to offer and they endeavor 
to appraise their long-range prospects with the various employers. 
Training programs, advancement possibilities, the kind of people 
they will be working with, the diversification of their duties, the 
amount of travel involved and geographical location enter into 
their employment decisions. On the other hand, compensation 
unquestionably does have an important bearing on their decisions 
when these other factors are fairly comparable. Unfortunately, 
public accounting in past years has lost many capable students 
to industry, because of a wide disparity in salaries. However, it 
is gratifying to note that the disparity is not as great today. 

Since professional competence and the quality of services ren- 
dered by firms are closely tied in with the caliber of their staffs, 
the importance of selection becomes readily understandable and 
an investment in talent takes on clearer meaning. The best source 
for this talent is the colleges. The national firms which require a 
large number of beginners each year send representatives to many 
colleges for recruitment purposes. These representatives interview 
hundreds of applicants and invite the promising ones to visit their 
offices, at their firm’s expense, for second interviews. Smaller firms 
which employ only a few men each year would, of course, not 
find it necessary to have such an intensive recruitment program. 
However, they should not overlook the possibility of interviewing 
at a few colleges each year. In this connection, I would like to 
quote again from Mr. Duboff’s article. 

Many practitioners believe that recruitment of outstanding men from the 
colleges is an area in which they cannot compete with the large firms and I 
think that they are losing, by default, opportunities to obtain excellent em- 
ployees. I have interviewed a number of candidates who indicated that they 
preferred a smaller firm but that the smaller firms were not recruiting on the 
campus. There are many firms, not national in scope, which can compete 
quite favorably with the larger firms. The question is not one of size or 
starting pay only, but rather one of furnishing an environment which chal- 
lenges a man, meets his needs and expectations and enables him to become a 
fine professional accountant. 

You will note that Mr. Duboff referred to “furnishing an 
environment” and that earlier in this article, I referred to “creating 
a climate.’”” What do we mean by these terms and how does one 
create a favorable climate or furnish an environment? Bulletin 4 
of the Economics of Accounting Practice series provides a good 
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answer. This Bulletin is on the subject of “Getting and Keeping 
Good Staff Accountants” and to gain background information for 
this study a survey was conducted. Twenty-five firms, both large 
and small, located in cities of varying sizes in different parts of 
the country, were interviewed. The results are summarized and 
conclusions drawn. The Bulletin emphasizes that the survey is in 
no sense a statistical study but that the practices presented seem 
to be indicative of the conditions prevalent within the profession. 

The following quotation from Bulletin 4 seems to answer the 
questions concerning “climate”? and “environment.” 

One of the urgent problems of the profession is to attract talented young 
men to its ranks and to retain them when they have gained experience. The 
approaches of those firms which have been most successful in meeting this 
problem appear to have these elements in common: 

1. Personal concern for and attention to the staff by the top partners 
and acceptance of responsibility for helping young accountants to develop. 

2. An understanding of the competitive salary market for college gradu- 
ates, and a willingness to meet it by subsidizing desirable young men for a 
year or so. 

3. A systematic program of recruiting, selecting and training. 

$. Tangible and intangible recognition of the individual staff member’s 
work; respect for his personal dignity; treatment of him as a professional 
even though he may be a beginner. 

5. Planned efforts to provide opportunity for staff members to learn, 
advance and grow. 

6. A planned program for making other things beside salaries (fringe 
benefits, working conditions, etc.) reasonably competitive with what others 
offer outstanding young men. 

7. Aggressive efforts to sell what the practice has to offer, whether the 
firm is large or small—successful small practices have shown that they can 
compete effectively in the manpower market. 


Conclusion 


In concluding this article, I would like to make a few general 
observations. Those who have been in public accounting for 
twenty-five or thirty years will recall that even in the early thirties 
there was some question in the minds of C.P.A.s, themselves, 
concerning their professional status. We thought and hoped we 
were in a profession. Some of the accounting literature referred 
to accounting as a profession but certainly there was little general 
acceptance of the C.P.A. as a professional man. We have come 
far in a relatively short time. There is no such question in the 
minds of C.P.A.s today. 
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The profession has grown rapidly in size and public acceptance, 
and it has grown soundly due to the development of its members. 
There is now every indication of continued growth at a rapid pace, 
and it is this that emphasizes the need for us to consider seriously 
our education standards, recruitment practices and development 
programs, and evaluate them in relation to our future needs. Only 
by improving the quality of those entering the profession and 
extending the scope of continuing education for those now prac- 
ticing public accounting, will we be able to meet our responsibilities 
and raise the standards and stature of our profession. 









































Graphics 


Graphics—A Means of Effective 
Communication* 


By M. B. T. Davies (Los Angeles Office) 


Man first learned to transmit ideas by making sounds. But the 
spoken word is difficult to project over distances, and human 
memory is too frail to make the spoken word a reliable record. 
So he began to create pictures, and found he was able to project 
his ideas and messages more dramatically. 

As time went by, pictures developed symbolic forms. These 
became letters and formed the basis of writing through the use of 
al 
used. As but a few examples of their effectiveness in gripping the 


= 


alphabet. However, pictures are still widely and importantly 


human mind, we see: television and motion pictures—for enter- 
tainment and instruction; pictures, charts and diagrams in text- 
books—to convey ideas more vividly; illustrations in advertise- 
ments—to attract the prospective buyer; illustrated magazines— 
to portray news in an easily digestible form; and comic strips 
to entertain people of all ages. 

For many years charts and diagrams have been used copiously 
in business and professional literature. The reporter finds in them 
many advantages: he can portray situations more clearly and 
gain a swifter impact on his reader; he can highlight significant 
points with more emphasis; he can save reader time; and he can 
sustain reader interest by varying his illustrative techniques. 

The main purpose of a business communication is to help the 
reader reach a decision. The inclusion of graphics—diagrams, 
charts or other illustrations—in a business report should also lead 
to this end. Their use for historical reasons alone should be dis- 
couraged; they should be suspect unless they meet the criterion 
of providing for the reader, alone or as background information, 
the data he needs for decision-making. 


PoInTERS FOR GRAPHIC PRESENTATION 
Skill and imagination are needed to employ graphics effec- 
tively. However, by using some simple aids and principles, the 
reporter can overcome major pitfalls and convey his message with 
increased force. Some of these are discussed in the following pages. 
* Reprinted by permission from The New York Certified Public Accountant, 
August, 1959, pp. 585-591. 
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Plan the Story 


Charts and diagrams should serve as vehicles in presenting an 
over-all story. The reporter should outline the story in skeleton 
form and should study in advance the purpose and effectiveness 
of each picture he proposes to use. What does the reader need 
to know? How should the facts be demonstrated? How should 
the demonstration be fitted into the over-all story? What form 
of illustration should be displayed? By connecting the facts, by 
building them into a logical exposition, by illustrating them judi- 
ciously and forcefully, the reporter can create an effective message 
and thereby stimulate action. 


Make the Graphics Simple 


The human mind absorbs ideas best when they are presented 
simply and progressively—one at a time. The reporter can econo- 
mize in space and effort, however, if he conveys several concepts 
in one picture. While this is easier for him, it is often confusing 
for the reader, tending to fog his mind, destroy his interest and 
lose the continuity of the story. Illustrations, therefore, should 
follow the rule of written language, with facts and ideas unfolding 
one by one before the reader’s eyes. Figure 1 is an example, 
using the following data: 


ANALYSIS OF SALES AND GROSS PROFIT 


SaLes $000 


Product A B ec Total 
DOES Sos 6 ee 50 OO 110 120 330 
Pepraasy ..«. <> « 4890 130 90 340 
ere 110 90 320 
SS 110 100 350 
ME Sas. ek ate 100 100 360 


Gross Prorit % 


Product A B Cc Total 
a a 18 14 23 18 
PON css wl 18 25 21 
eee) 16 24 19 
OE. os ss eee. 19 20 22 20 
AE I: 20 25 22 
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FIGURE 1 rtl 
This chart displays a presentation of sales and gross profit percentages of 
three related products. Too much information is crowded into one chart. 


Compactness is achieved at the price of simplicity. 





ANALYSIS OF SALES & GROSS PROFIT 











GROSS SALES SALES $ 000 
— $ 000 Product A B 4 Total 
Jan 100 110 120 330 
Feb 120 130 90 340 
25 500 a += GP% -C ‘Mar 120 110 90 320 
/~ / Apr 140 110 100 350 
F \ / May 160 100 100 360 
C1 — GP% -A 
20. 400 A s- — GPH -B 
4 # 
ff 
K GROSS PROFIT % 
A, 
Hy Product A B C Total 
15 300 | /propucTt c 
‘ Jan 18 14 23 «18 
Feb 20 18 25 21 
Mar 19 16 24 «19 
Apr 19 20 22 20 
10 200 PRODUCT B May 22 20 25 22 
os al il 
PRODUCT A 
0 ° TTTTTITIT IT TT 
JFMAMJJASOND 


Select the Best Type of Picture 


Many methods of pictorialization are open to the reporter. 
He should pick the one most suited for illustrating his story. The 
diagram, in contrast to the chart, demands more skill and imagi- 
nation because of the wider variety of techniques that can be 
used. When presenting charts, the reporter should use bars and 
lines in preference to circles, squares or symbols; one-dimensional 
straight lines are easier to understand, allow magnitudes to be 
compared more readily, and offer less risk of misinterpretation. 
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FIGURE 1 Part 2 
The chart shown in Part 1 is here broken down into four individual 
charts - one for each product and one for the three products combined. 
SALES —-— 
GP% a/#§_o= 
GROSS SALES GROSS SALES 
PROFIT PROFIT 
% $ 000 % $ 000 
PRODUCT A PRODUCT C 
40 200 40 200 
20 100 : 20 100 ~.7" 
nl Tvl 
0 0 0 0 
J FMAM J FMAM 
PRODUCT B ALL PRODUCTS 
80 400 80 400 
60 300 60 300 As 
40 200 40 200 
20 100 —~— 20 100 Ad 
#y oS 
xe di a? 
, 
0 0 0 0 
,. . + —— . en 
J FMAM J FMAM 
And, while technically it may be more appropriate, logarithmic 
and semilogarithmic charting should be restricted to the sophis- 
ticated reader. 





Check for Correctness 


In presenting a report that embodies financial and statistical 
information, the writer will recognize that correctness is of para- 
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mount importance. When he illustrates the report with charts 
and diagrams he is faced with another verification task—he needs 
to be sure that: (1) the basic data are correct; (2) they are cor- 
rectly plotted and charted; and (3) the illustrations are capable 


of one interpretation only—the one intended. 





Explain the Pictures 


Accompanying each illustration in a newspaper or magazine, 
one generally finds a caption. Contrary to the old adage, every 
picture does not tell a story; it needs oral or written explanation 
to support it and explain it. The reporter should, therefore, ex- 
plain each chart or diagram that he presents, and he may do 
this in writing or orally, according to his method of presentation. 

Where an illustration demonstrates a point of interest, an 
effective way of highlighting it is to draw attention to it by mark- 
ing the chart, using a different style of lettering from that dis- 
played in the rest of the chart. Furthermore, in all cases, the 
illustrations should be used to explain the reasons underlying the 
facts—the whys to support the whats. 


Limit the Number of Pictures 


A graphical presentation can easily develop into a picture gal- 
lery rather than an illustrated story. The reporter will generally 
be well advised to prepare a generous quantity of illustrations in 
constructing his presentation. He should then review them criti- 
cally and discard all except those having a significant bearing on 
the story. The rejected charts should be kept for future use in 
vase of need. 


Provide Variety 


Reader interest is stimulated by the unexpected and the un- 
usual. Where regular reports are presented at periodic intervals 
—such as charts of monthly operating results—the subject matter 
should be varied from time to time to prevent the reports from 
becoming routine. Similarly, in any one report the pictorial tech- 
niques should be mixed, and varying lengths of explanatory mat- 
ter should be interspersed between the illustrations. 


Emphasize the Significant 


The reporter will often have individual points of exceptional 
significance or unusual interest. He will want to impress them 
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forcefully on his readers, and may use pictorial techniques to do 
so. A common method of projecting these points is by taking a 
progressively closer look at the matter in question. The reporter 
may, as it were, apply a magnifying glass to enlarge the picture; 
he may increase the magnification step by step; he may shift his 
sights to an adjoining area to emphasize relationships. With each 
fresh view he will be drawing the reader’s attention more closely 
and thoroughly to the point he wishes to emphasize. This tech- 
nique provides a greater variety of perspective by using the “‘close- 
up” approach so popular in motion pictures. (An illustration of 
this technique is contained in Figure 2.) 


Time the Presentation 


A cardinal principle of reporting is to select the time when the 
report will have a maximum impact on the reader. Information 
tends to lose its value as it ages; on the other hand, if reported 
too soon, the message may be carried to an unreceptive audience. 
The major purpose of reporting is to assist or influence the audi- 
ence in making a decision. The person receiving the message may 
need “‘pre-conditioning,” and the reporter should see that appro- 
priate steps are taken before presenting his story. 


Keep the Cost Reasonable 


The written or oral report contains two elements of cost— 
preparation and delivery—the latter including the time of the 
listeners and viewers. An objective of graphical presentation is 
to increase preparation costs and gain a more-than-compensating 
reduction of delivery costs. However, the expense of preparation 
may become heavy, as it will include: time spent in visualizing 
and drafting rough charts; time spent in producing, checking, re- 
viewing and finishing the charts; and time and material spent in 
reproducing and publishing the charts. We have already discussed 
the need for simplicity and for restricting the number of pictures. 
Attention to these factors should automatically keep the cost down. 


ADMINISTRATION 
If a business uses graphic illustration techniques widely, it may 
be desirable to organize a center to prepare them, produce them 
and give advice regarding the most effective methods of presenta- 
tion. Some hints on the conduct of this activity are now dis- 
cussed. Some of them would apply even if a center is not organized. 
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FIGURE 2 
Qlustration of factual development by progressive penetration. ( Observe 


the successive scale changes. ) 





CHART 1 is a regular monthly chart showing J PRODUCTION COSTS & VARIANCES 
actual costs in comparison with standards. 
Variances are shown, and an arrow marks 
the feature needing attention. 














CHART 2 depicts an analysis of variances a ANALYSIS 
over a four-month period according to 
their component parts. The exceptional 
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CHART 3 contains a breakdown of the LABOR VARIANCE ANALYSIS 
labor variance, identifies the 
exceptional feature, and breaks it OUTPUT RATE 


down into further detail. Prem. pay for 
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Program the Output 


The center should set up a methodical work program so that 
its operations can be performed according to logical priorities and 
without undue strain on its staff. 


Use a Job Order System 


To keep track of the work expected and that on hand, a job 
order should be prepared for each assignment. It will thus be 
easier to program and schedule the work and to accumulate costs 
where they are needed for record purposes. 
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Index the Assignments 


A card index system may be valuable in forecasting the work 
involved in regularly recurring assignments and in keeping a com- 
pact historical summary of work performed. Each card should 
contain such data as: 


Nature or title of report. Type of medium used. 
Frequency of presentation. When information is expected. 
Originator. Deadline for completion. 


Check the Output 


Check lists should be used to make sure that nothing is over- 
looked and that responsibility is accepted for each phase of the 
work. The check list may well be combined with the job order 
record. 


Provide Advice in Selecting Media 


With the operation of a graphics center, increased attention 
can be devoted to the quality of output. The center should advise 
reporters regarding: (1) the effectiveness of their proposed charts, 
(2) the vehicle best suited for their publication—such as photo- 
graphic reproduction, slides or easel charts, (3) the expected cost, 
and (4) the amount of time needed to produce a finished job of 
the desired quality. 


Retain Basic Data 


Work sheets, rough charts and other data developed in prepar- 
ing a presentation should be collected together and preserved. 
They may be needed by the reporter either to elaborate on his 
report, including the answering of questions, or to use as a basis 
for a later report. 


CHOICE OF SUBJECT 


The accountant has a wide choice of subjects for reporting with 
the use of graphics. It is not our purpose to consider them here 
in detail. However, a few typical examples may be of interest. 


Flow Charts 


Flow charts explain in diagrammatic form the processes in- 
volved in performing an operation. Combined with written pro- 
cedures, they can be valuable for training purposes or for describing 
a proposed course of work simplification. 
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Graphics 
Task Charts 


The task chart combines a study of: (1) work to be done, 
(2) responsibilities for its execution, and (3) timing of the work. 
These charts are particularly valuable for work planning. The 
“Gantt Chart” is a typical example. 


Organization Charts 


In addition to depicting responsibilities and reporting relation- 
ships, organization charts can be adapted to portray functional 
relationships, technical liaison, geographical delegation and other 
features. 


Trend Charts 


Trend charts, while based on historical data, provide a useful 
basis for extrapolation and forecasting. Deviations from or changes 
in trends can be seen at a glance and point immediately to situa- 
tions calling for management attention. 


Performance Charts 


The portrayal of results is a standard subject for charting. 
These are frequently historical only. However, their value can be 
enhanced by comparing performance with targets, budgets or 
forecasts, thus identifying at a glance those areas susceptible to 
management by exception. 

In plotting performance, past results should always be corrected 
to allow for error (for example, incorrect inventory valuations, 
omissions of accrued expenses, or misclassification of income or 
costs) even though the double-entry books are not adjusted retro- 
actively. Failure to make these adjustments may cause misleading 
distortions of information. 


Break-Even Charts 


The break-even device is a useful tool for determining optimum 
sales volume or capacity utilization. Through graphical presenta- 
tion, a more rapid study can be made of relative profitability at 
selected rates of operation. As such, it provides a guide for man- 
agement in determining sales and operating policies. 


Working Capital Charts 
The preservation of a sound working capital position constantly 


requires close attention. Cash flow forecasts and controls over 
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receivables and inventories, all of which are protective devices in 
this area, are particularly suitable for graphic portrayal. Data of 
these types generally need review at short intervals, and a common 
practice for transmitting this information is to circulate charts 
among the interested officials, sometimes enclosed in transparent 
covers to permit notes and comments to be written on the face 
of them. 


Problem Areas 


Conditions of short-lived interest or concern sometimes demand 
intensive watching, after which they become of routine interest. 
A stringent cash position, progress on a critical capital expenditure 
project, installation of a new operation, immediate repercussions 
of a new course of action—these are but a few examples of features 
that may attract exceptional attention. Charts providing current 
reviews at frequent intervals allow these situations to be studied 
at a glance. (Figure 3 shows a sample of this type of chart.) 


Tue AccountTANt’s ROLE 


The accountant’s task is one of translating events, transactions, 
operations and conditions into numerical forms and of communi- 
cating them in an understandable manner. The use of graphics 
enables him to communicate with greater clarity and effect. 
However, he accepts an additional responsibility, first in selecting 
the graphic methods best suited to support his message, and 
second in assuring that they neither distort nor conceal the content 
of the report. 

The accountant’s position is in no way changed. He has still 
to portray a statement of the facts; he has still to preserve it from 
distortion; he has still to transmit it effectively. By adopting 
graphics as a tool of expression, he needs to change none of his 
principles, but he has another servant at his command. 











Graphics 


FIGURE 3 


Example of a chart designed to cover a short-term problem. In this illustration, 


sales 


of Product X had progressively declined. An advertising program was 


started in an endeavor to stimulate sales, and sales objectives were established. 
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The Cleveland Bar Association 


Cleveland, Ohio 
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grateful acknowledgement of their meritorious 
contribution. of time, effort and skill in behalf of The Cleveland 
Bar Association during a period of twenty-five years in efficiently 
directing and certifying the audit of ballots cat inthe Judicial 
conducted by the Association, this plaque and citation 
is presented as a token of the Association's recognition and sin- 
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Examinations of Consumer 
Finance Companies 


By Thomas A. Haeussler (Cincinnati Office) 


A great deal of attention is being given to the tremendous expan- 
sion in the use of credit by American consumers. As the use of 
consumer credit has grown, so have the businesses which supply 
the credit—the personal credit departments of commercial banks, 
sales finance companies, small loan companies, etc. The demand 
for independent auditors who are knowledgeable in this industry 
has increased correspondingly. 

Our concern here is with the companies whose business is 
primarily the making of small loans. These companies operate 
under the small loan laws of the respective states in which their 
branches are located. The laws vary somewhat from state to 
state, but all are rather restrictive in their provisions. The laws 
set forth, among other things, the maximum interest rates, the 
maximum amount that may be loaned to one customer, and the 
types of security permissible. Maximum loan amounts vary from 
$200 in some states to $5,000 in others. Interest rates are gen- 
erally on a sliding scale depending upon the size of the loan. For 
example, in Ohio the maximum interest rate on small loans is 
three per cent per month on the first $150, two per cent per 
month on the next $150 and eight per cent per annum on amounts 
over $300 to $1,000. The loans may be secured by chattel mort- 
gages on household goods, automobiles, farm equipment, trailers, 
boats, ete., and by wage assignments or they may be unsecured 
signature loans. The loans may also have the signature of a co- 
maker on the note. 

The small loan companies operate through a number of branch 
offices. These branches may have more than one corporation 
operating within the office, and a number of the branches may 
themselves be separate subsidiary corporations. The larger com- 
panies operate through hundreds of branch offices and a corre- 
spondingly large number of corporations. 

Small loan companies may also have licenses to buy sales 
finance contracts and to make wholesale or floor plan loans to 
dealers. Sales finance companies may also have licenses to make 
small loans. The differentiation generally made between the two 
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types of companies is on the basis of the company’s major activity. 
That is, small loan companies derive most of their income from 
small loans and a lesser amount from their sales finance business. 

In the following paragraphs certain accounting and auditing 
problems peculiar to the typical small loan business are considered 
in the order in which they are encountered in the financial 
statements. 


Cash: The cash accounts in a small loan company are quite 
numerous, as they are in any chain operation. There will be at 
least one fund of cash on hand and one bank account in each 
branch office. There may be more if more than one corporation 
is operating in the branches. Also, there will be petty cash funds 
and operating bank accounts in the home office and inactive bank 
accounts in which reciprocal balances on bank lines of credit are 
maintained. 

A large amount of audit time can be spent on the examination 
of these accounts with little justification, since the cash in the 
branch and home office bank accounts generally is a relatively 
small part of the company’s total assets. The time required to 
examine the cash accounts can be materially reduced, provided 
internal check and control is satisfactory, through examining 
selected accounts on a test basis, and reviewing the company’s 
reconciliations on the others. 


Loans Receivable: The majority of small loans are made to 
persons in the lower income groups. These people are generally 
unfamiliar with business customs; specifically, they are unfamiliar 
with requests for confirmation from independent auditors. As a 
result, if positive type confirmation requests are mailed, the 
response is highly unsatisfactory. The debtors either do not under- 
stand the request being made of them or do not care to exert 
themselves sufficiently to return the confirmation form. It is, 
therefore, a waste of effort to use positive type requests. The 
better policy is to send negative type requests to a larger number 
of debtors. 

The confirmation request form should state as clearly and 
simply as possible the request that is being made. The client’s 
name must be prominently displayed or the customer frequently 
becomes confused and thinks his account is with the auditing firm. 
A statement to the effect that the letter is not a request for pay- 
ment should also be shown prominently. 
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The investigation of the confirmations returned with differ- 
ences reported by the customer, those returned by the post office, 
and of accounts on which the customer has requested that no mail 
be sent is very difficult for the auditor since the records and 
customers are, in general, widely spread geographically. The cost 
of the investigation of these accounts by the independent auditors 
themselves would be prohibitive. A satisfactory substitute is for 
the internal audit group to investigate these accounts on their 
periodic trips to the branches and report the results of their 
investigations to the independent auditors. The independent 
auditors can then make such additional examination and confirma- 
tion as they deem to be necessary. 


Allowance for Uncollectible Loans: This account is of major 
importance in a small loan company for two reasons: The com- 
paratively greater credit risk assumed in this type of loan and the 
fact that loans receivable comprise a very high percentage of the 
company’s assets. 

There are two viewpoints concerning these allowances or re- 
serves. . . . One is the traditional accounting viewpoint that 
such a reserve is a valuation reserve intended to recognize that 
the loans outstanding at any given date include uncollectible 
accounts for which a reserve should be established to reduce the 
loan balances to an estimated realizable amount. The other view- 
point is that these reserves are not only valuation reserves, but 
are also reserves against economic declines and, as such, should 
include an additional provision to take care of losses due to such 
economic problems. The latter viewpoint is frequently encouraged 
by the company’s creditors who, adopting 
servative approach, feel more secure with 
reserves for losses on the balance sheet. 


the traditionally con- 
the presence of large 


The generally accepted practice in the industry is to show the 
allowance for uncollectible loans as a reduction of receivables 
whether its amount is determined under the first or the second of 
the above two theories. If the allowance is determined under the 
second theory, it would seem that the auditor should decide 
whether the excess allowances, that is, the amount of the reserve 
in excess of the amounts justified by experience, is sufficiently 
material to require presentation as a reserve for contingencies 
rather than a valuation reserve. 

The auditing problem encountered on this account is, of course, 
the determination of the adequacy of the allowance at the balance 
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sheet date. To do this, the auditor must review the company’s 
method of charging off uncollectible loans. He will want to know 
whether the company automatically charges off loans after a stated 
period without payments; whether the company keeps the loan 
on its books until there is absolutely no doubt that it is uncol- 
lectible; or whether some intermediate course is followed. A review 
of the actual charge-offs must be made to see that the stated policy 
is being followed. The auditor should also review the company’s 
delinquency statistics and compare them to the reserve at the 
balance sheet date. 

One of the most helpful procedures in assisting the auditor in 
forming his opinion on the allowance for uncollectible loans is a 
summary showing the relationship of the allowance required at 
previous balance sheet dates to the receivables at those dates. This 
can be accomplished through an analysis of each of the past 10 or 
15 years’ charge-offs by the year in which the loans were made. 
After determining the total dollar amount of loans made in one 
year or earlier and charged off in subsequent years, the amount 
of reserve required at the end of that year is known. This required 
reserve can then be stated as a percentage of the loans outstanding 
at the end of that year. If this is done for each of the past five or 
ten years, the auditor can see how the percentage at the current 
balance sheet date compares to the percentage at previous balance 
sheet dates. 

A weighting of the more current years’ experience will have 
to be made, since all of the bad accounts will not yet be charged 
off at the current balance sheet date. The last bad accounts may 
not be charged off until five, six or seven years after the loan is 
made. This weighting can be accomplished through an analysis 
of the early years’ experience on the amount of loans charged off 
in the first, second, third, fourth and fifth years after the loans 
were made. 

Since the time involved in preparing this computation is quite 
lengthy, the client should be requested to prepare this summary. 
The company can also use the summary as substantiation of its 
deduction for federal income tax purposes. 


Unearned Discount: This account is of more importance in a 
sales finance company than in a small loan company. Since small 
loan companies generally have some sales finance accounts and 
since some states are permitting a type of small loan with the 
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interest precomputed in the loan balance, the account is discussed 
here. 

Unearned discount arises when a finance company purchases a 
sales finance contract from an appliance dealer, automobile dealer, 
etc., or makes a direct loan on a discount basis. The entry re- 
cording the unearned discount (disregarding fees, dealers’ hold- 
backs and reserves, etc.) is a charge to loans receivable, a credit 
to cash, and a credit to unearned discount for the difference be- 
tween the cash paid-out and the amount to be repaid by the debtor. 

Two methods of absorbing unearned discount into income are 
in use: 

1. Recording the proportionate part of the actual payments received that 
represents discount (cash basis). 

2. Recording the discount earned as a result of elapsed time rather than 
as a result of payments received (accrual basis). 

The first method is more frequently used by the larger com- 
panies than is the second. In either case tests of these accounts 
can be made with relative ease by the auditor. 

Some companies, generally smaller ones, reverse the above 
procedure by crediting all discount to earned discount when the 
paper is purchased and setting up the unearned portion at each 
balance sheet date. 

Some of the methods used in computing the earned and 
unearned portions of the finance charges are: 

1. Using the “rule of 78” which is a sum of the year’s digits approach in 
which 12/78 of the unearned discount is taken into income the first month, 


11/78 the second month, and so on; 

2. Computing the percentage that unearned discount is of outstanding 
sales finance receivables at the first of the month and applying this percentage 
to the payments received during the month to secure an earned discount 
figure; and 

3. The use of a fixed percentage of outstanding receivables for unearned 
discount at each balance sheet date. 

The last approach is undesirable from an accounting view- 
point since it does not necessarily have any basis in fact and 
distorts the earned and unearned figures. 


Repossessions: This account applies only to the sales finance 
business done by the small loan company, and is carried on its 
books in accordance with one of two methods: at loan balances 
or at the lower of the loan balance or current market price of the 
item repossessed. The latter method is preferable. 
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This account is generally an insignificant one in the balance 
sheet. 


Deferred Development Costs: Some companies in the consumer 
finance industry defer the operating losses arising during the first 
months of operation of a new branch office. These deferred 
charges are then written off against income over an arbitrary 
period such as five years. 

This practice has been condemned by some as being contrary 
to the objective of properly determining net income through the 
matching of applicable costs and expenses against revenues. These 
persons advocate that such operating losses should be charged off 
as incurred in order to conform with generally accepted accounting 
principles. However, since the practice of deferring initial oper- 
ating losses of new branches is apparently so widespread in the 
industry it is considered equally acceptable. 


Dealer Holdbacks and Reserves: In connection with any sales 
finance activities of the company there will also be dealer hold- 
backs and reserves arising from the arrangements made with the 
dealers for purchasing sales finance contracts from them. Hold- 
backs and reserves are amounts retained by the finance company 
at the time the contract is purchased from the dealer and are 
paid later to the dealer when certain specified conditions or events 
occur. Holdbacks represent a portion of the financed amount 
which is held back to cover losses in case of repossession. The 
reserves are really commissions to the dealer for giving his busi- 
ness to the finance company. The holdbacks are paid to the 
dealer when the contract is paid off by the customer. The re- 
serves may be accumulated until they reach an agreed percentage 
of the dealer’s customers’ balances depending upon the contract 
with the dealer. They are adjusted for refunds of finance charges 
if the customer pays the loan before its maturity date and for 
bad debt and repossession losses. Periodic payments are made to 
the dealer of amounts in excess of the agreed upon percentage. 

Where holdbacks and reserves are a significant figure, con- 
firmation of the balances may be secured from the dealers. The 
transactions in the accounts can be tested with relative ease. 

Interest Income: Interest income may be recorded either as 
received from customers or as earned as a result of elapsed time. 
Generally the larger companies report interest income as payments 


are received. 
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Tests of the recorded interest income may be made by selecting 
various days’ payment reports, checking the recorded interest 
against printed interest tables, and tracing the entries into the 
records. 


Expenses: Some companies consistently report expenses, except 
income taxes, as paid rather than as accrued. Income taxes are 
reported on an accrual basis. The auditor must determine whether 
the distortion resulting from the use of this hybrid method of 
accounting is material before expressing his opinion on the finan- 
cial statements. Generally the unrecorded income more than offsets 
the unrecorded expenses. 


Internal Control: A system of internal check and control, appro- 
priate to this type of operation, is essential in consumer finance 
companies where large amounts of cash are readily available and 
only one or two persons are involved in a complete transaction in 
the branch office. 

The auditor can render a valuable service to his client through 
recommendations for improvements in the system of internal check 
and control, and his review of the system as part of his audit 
procedures will afford him an excellent opportunity to observe 
areas in which such improvements can be made. 
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Budgeting and Forecasting” 


By Robert L. Burton (New York Office) 


Budgeting and forecasting do not have to be explained or “sold” 
to the management of any well-run business or nonprofit organi- 
zation. While these familiar tools of effective control have wide 
acceptance, it is surprising that even some major corporations do 
not make full use of their capabilities. The neatly bound and 
meticulously prepared budgets that one frequently sees are not 
always used for planning and control. Instead, management de- 
cisions are sometimes made without consideration of the effect on 
the budget or the over-all operating plan. This does not mean 
that management should relinquish its prerogative to take action 
necessitated by changing times or conditions in order to stay 
within the limits imposed by inflexible budgets. Rather, the fore- 
cast and budget, when compared with the results of actual opera- 
tions, should serve as guides to management when making 
important decisions. 

The forecast and budget should be reviewed periodically. 
Many companies do so quarterly. Revisions must be made to 
conform the budget and forecast to major changes authorized by 
management. The budget and forecast should always represent 
the best estimate of potential volume and the most effective plan 
for using the organization’s available resources to maximize profits. 
In the case of nonprofit organizations, the desired goal is to get 
maximum use out of revenues while keeping administrative costs 
to a minimum. 

One should not make the mistake of considering budgets and 
forecasts as being essential only to large or medium-sized organi- 
zations. While it is true that the small businessman usually is 
conversant with the potentials and problems of his business, the 
use of budgeting and forecasting is just as essential to the con- 
tinued successful operation of a small business as to its larger 
competitors. The small business does not require a highly sophis- 
ticated type of forecast and budget. The installation of practical 
budgeting procedures is another area where public accountants can 
render invaluable service to their smaller clients. 


* Reprinted by permission from The New York Certified Public Accountant, 
May, 1960. 
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Budget Planning 


Historical data, notably the results of operations in past periods, 
provide basic information for the forecast and budget. Although 
these data are important, it is also imperative that future prospects 
be considered. Very few business organizations have achieved any 
real success by constantly looking backward, and no human being 
has the power to infallibly forecast the future. However, tech- 
niques developed by economists, statisticians, market researchers 
and others have tended to dispel some of the haze that always 
surrounds future predictions. 

It is essential, when establishing a budget that both short-term 
fluctuations and long-term trends be considered. Short-term fluc- 
tuations (for example, the duration of a business recession and its 
effect on a particular industry) are quite difficult to gauge. The 
recession that occurred during 1958 is a prime example. Some 
industries experienced severe declines in sales volume and profits. 
Others were unaffected. Still others enjoyed increased volume and 
profits. The recession affected some geographical areas of the 
country far more than others. How does one weigh in all of the 
complex factors that might affect the future course of a business? 
There is no simple answer; the best available method uses past 
operating results, takes into account the expected impact of short- 
term economic factors, weighs the potential effect of trends in the 
industry, and utilizes the best available data resulting from market 
and product research. The work of operations research teams in 
some major companies assists management in coping with the 
many variables involved. In smaller organizations, reliance must 
be placed upon the judgment of the management team. 


Master Budget 


An over-all plan must be developed to establish the desired 
goals and the methods of attaining them. That is the purpose of 
the master budget. 

The logical starting point is the sales forecast, or, for nonprofit 
organizations, the estimated revenues. The sales executives of the 
organization obviously must supply their estimates of the sales 
volume. Since all other aspects of the budget are dependent upon 
this forecast, it is imperative that it be reasonably accurate. Sales 
executives are basically optimistic and it is incumbent upon the 
budget committee and the budget director to assure themselves 
that this optimism has not unduly influenced the sales forecast. 
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Inflated sales forecasts can and usually do mean that the organi- 
zation will incur a lot of needless expense. Overbuying and over- 
production, excessive inventories and unwarranted carrying 
charges, increased personnel costs, and a host of other unjustified 
expenses can result. 

Once the expected sales volume has been established, each of 
the other aspects of the company’s operations can be considered 
and requirements determined. How large an inventory will be 
needed, what purchases will have to be made, how much will have 
to be produced, how many employees will be hired or terminated? 
The answers to these and to many other questions must come 
from an evaluation of the sales forecast. 

The master budget represents the over-all “profit plan” that 
management uses for control purposes. From it stem all of the 
other types of budgets that are discussed in subsequent sections 
of this article. 


Sales Budget 


The sales budget provides the details necessary for preparing 
the forecast sales section of the master budget just described. It 
is important that the most advantageous product mix be deter- 
mined. (Product mix is that volume of sales of each of the prod- 
ucts in the company’s line that will return the best profit con- 
sistent with prevailing conditions.) Accordingly, the sales forecast 
is developed by product and product line which provides the data 
necessary for preparing the purchasing and production budgets. 

Another important aspect of the sales budget is the assignment 
of sales quotas to various organizational units comprising the sales 
department. Therefore, the quotas set for individual salesmen, 
sales offices, etc., must be incorporated into the over-all sales 
budget. The attainment of the desired sales volume hinges largely 
upon the ability of the sales personnel to produce. The expenses 
to be incurred in connection with the direct sales effort must be 
decided upon for incorporation in the sales expense budget. 


Sales Expense Budgets 


How much must the organization expect to spend to produce 
the desired sales volume? Obviously, the answer is to spend enough 
to provide incentive to the members of the sales force to attain or 
better the established quotas. Here, again, a very important point 
must be kept in mind. The sales incentive must be worked out 
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in such a way that the desired product mix is attained. It quite 
often happens that those products that produce the smallest 
profits are also easiest to sell. Enlightened sales management 
certainly takes that into account when establishing the sales quotas 
and related incentives. 

The elements of direct selling expenses must be provided for. 
Salesmen’s salaries, commissions and expenses have to be keyed 
to the volume that the members of the sales force are expected to 
produce. The cost to the company must be measured in terms of 
sales volume. The various organizational units assigned by geo- 
graphical area, product line, or other categories must be allocated 
a portion of the over-all selling expense budget consistent with 
the quota requirements. 

In effect the sales expense budget must be developed along 
two separate lines. The desired product mix must be introduced 
into the quotas that are set up and the anticipated selling ex- 
penses to produce the desired volume must be determined. It is 
incumbent upon those responsible for budget preparation to 
allocate the allowable expenses by organizational units. 

Comparison of actual selling expenses with the budget should be 
made with a view toward determining that the expenses incurred 
have resulted in the production of sales volume consistent with 
management’s established goals. Obviously, in only a few in- 
stances is it possible for sales forces to produce business in exactly 
the volume and product mix that are considered desirable by 
management. The comparison between actual selling expenses 
and those budgeted must be made in the light of the ability of an 
organizational unit to provide the desired volume within the 
framework of the budget established for it. 

Many small organizations include sales promotion and adver- 
tising in their selling expense budgets. For the purpose of this 
article, sales promotion and advertising expenses will be consid- 
ered as belonging to separate budget classifications. The impor- 
tance of these two types of expenses in the light of present com- 
petitive conditions certainly warrants that they should be 
controlled separately. 


Production Budget 


It is quite obvious that the production budget is associated 
solely with manufacturing enterprises. When preparing this 
budget quite a number of factors must be considered. The sales 
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forecast, again, is a major consideration. The product mix that 
has been established as the result of preparing the sales budget 
must control. The quantities that are presently on hand in the 
raw material, work-in-process or finished state must be consid- 
ered. The ability of the production facilities of the organization 
to produce the desired quantities and quality of products has to 
be weighed. Perhaps it is most economical to buy a product 
either partially finished or to have it completed by a vendor; 
“make or buy” decisions must be made. Model and style changes 
must be provided for. Personnel and equipment requirements 
have to be taken into account. Tooling requirements are essential 
considerations. The quantities of raw materials, semifinished 
parts, supplies, etc., must be determined for the purpose of pre- 
paring the purchasing budget. Coordination of all of the rather 
complex aspects of the production budget with the various other 
types of budgets can be a formidable job, particularly in a major 
manufacturing company with a large number of products and 
diversified product lines. 

The preparation of the production budget calls for team action. 
The production executives, engineers, managers and other mem 
bers of the production force must provide their estimates of all 
the requirements outlined above. These must be reduced to the 
common denominator, dollars, which is usually developed in 
cooperation with the budget director or his staff. 

The production budget further affects the cost accounting 
department. The determination of labor and burden rates must 
be consistent with the budgetary requirements. 

For those companies using standard costs, standards sometimes 
have to be revised. For new products and model or style changes, 
it is essential that up-to-date standard costs be established. 

Comparisons of actual production costs with the budgeted 
costs must be made in the light of variance from established 
standards or deviations from budgeted goals. This provides the 
measure for determining the reasons for not meeting production 
goals. Variance analyses point up the reasons and clearly fix 
responsibility. Price, usage, volume and performance variance 
enable management to gauge the efficiency of the production 
operation and the effect upon cost of sales. 

Adjustment of production budgets must be made periodically. 
Usually such adjustments result from the negotiations of labor 
contracts, substantial price or volume changes, etc. Technological 
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improvements made during a period to which a budget applies 
frequently have a substantial effect upon the manufacturing costs. 
The budget for the remainder of the period obviously must be 
adjusted to give effect to the changed situation. 


Purchasing Budget 


The smooth functioning of any manufacturing or mercantile 
business depends to a large extent upon the availability of in- 
ventories. Both out-of-stock or overstocked conditions are dan- 
gerous. The first usually means loss of business and delays in 
production scheduling. The latter incurs a lot of unnecessary 
costs. These costs include excessive inventory carrying charges, 
increased warehousing expenses, greater chances of spoilage or 
deterioration, obsolescence necessitating markdowns or other dis- 
posal, and a host of other unnecessary costs. 


It is incumbent upon top management to define the parame- 
ters within which the purchasing units must operate. The 
purchasing function must be keyed to the requirements of all 
phases of the company’s operations. Maxima should be estab- 
lished for inventory investment. With company policy firmly 
established, the purchasing executives can then develop the over- 
all program for their departments. Lead times, availability of 
materials or merchandise, cyclical fluctuation, requirements con- 
sistent with economic ordering quantities, and all the other fac- 
tors that affect the purchasing program must be considered. 

The requirements of the purchasing budget and forecast must 
be keyed to the financial budget. Since a considerable portion 
of the accounts payable of a business usually arises from inventory 
purchases, it is essential that financial management be provided 
with a forecast of cash requirements to meet such obligations. 
Often this entails establishing substantial lines of credit to finance 
purchases. This further points up the need for the coordination of 
all phases of the company’s operations through the master budget. 

As in the case of the production budget, the purchasing budget 
must be revised on occasion to give effect to changes in business 
conditions. Expected major price advances may make it desirable 
to hedge by increasing the investment in inventory. On the other 
hand, substantial price reductions may make it advantageous to 
reduce inventory levels to a safe operating minimum. Top man- 
agement must be alerted to the possible impact of major price 
fluctuations in order to plan any changes in the purchasing budget. 
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Expense Budgets 


Except for the sales expense budget, which was discussed 
previously, all types of expense budgets will be covered in this 
section. Basically, there are two types of expense budgets—de- 
partmental and functional. 

Departmental budgets provide for all types of expenditures 
that are likely to be encountered by any organizational unit. 
These include salaries, wages, supplies, taxes and the entire gamut 
of operating expenses. The budget appropriates an amount suffi- 
cient to cover the anticipated expenses to be incurred in connection 
with the workload that will be handled by the organizational unit. 
Again, the sales forecast, as contained in the master budget, deter- 
mines the level at which each department will operate. The per- 
sonnel, equipment, space requirements and all other considerations 
hinge upon the anticipated volume of business to be transacted. 
It is incumbent upon the department head to live within his 
budget or to have good justification for requesting an increase in 
appropriation. Conversely, good management on the part of a 
department head may enable him to effect savings. The ability 
of a department head is normally evaluated on the basis of the per- 
formance of his unit. A further test of his managerial skill is his 
ability to operate his unit at a cost not in excess of the budget 
authorization. Except for special costs, of which top management 
would certainly be aware, the departmental budget should reason- 
ably approximate the actual expenses. 

Functional budgets enable management to control the various 
types of natural expenses. Advertising, sales promotion, research 
and development are notable examples of this type of budget. 
Obviously, management desires to get the maximum benefit from 
expenditures of this type. Effective control to assure that the 
cost is kept to a minimum consistent with the over-all profit plan 
must be maintained. A percentage of forecast net sales is used 
by many companies as the basis for establishing the advertising 
and sales promotion budgets. Research and development. budgets 
are usually geared to the long-term program of the organization. 
The development of new products, improvement of existing prod- 
ucts, development of new types of production machines and equip- 
ment must all be identified with the future program of the com- 
pany. In a dynamic organization it is imperative that the present 
be used to prepare for the future. Otherwise stagnation sets in, 
which ultimately can cause the organization to fail. 
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Budgeting and Forecasting 


The advertising budget usually controls the expenditures of 
relatively substantial sums of money. Still, the benefits derived 
from advertising are among the most difficult to appraise. The 
effectiveness of an advertising program can only be judged by the 
fluctuations in sales volume. It is extremely difficult to identify 
the results of an advertising campaign with sales dollars. Many 
other factors may also influence sales. Therefore, the control of 
the dollars expended for advertising m: st be made as tight as 
possible to minimize cost. There are few organizations that can 
get along without advertising; the intangible benefits derived from 
it must be identified with some tangible results of operations. 
Again, advertising campaigns do not always produce immediate 
results. Often long after an advertising campaign has terminated, 
the benefits continue to be realized. 

It is customary, particularly with major advertising budgets, 
to place the responsibility for the over-all program with an adver- 
tising agency. Reliance must be placed on the artistic, technical, 
and creative skills of the agency’s staff. The only tangible results 
of the advertising program are the copy that appears in various 
printed media, on billboards, or on the programs or spot announce- 
ments that are broadcast on radio or television. Management must 
evaluate the effectiveness of the advertising on the basis of the 
sales volume and the advertising cost per sales dollar to produce 
that volume. 

The results obtained by incurring sales promotion expense are 
somewhat easier to gauge than those pertaining to advertising. 
However, there still are many nebulous areas that must be con- 
sidered here. Again, as in the case of advertising, the best method 
to determine the success of a sales promotion campaign is the 
increased volume of sales produced as a result. Is the cost of sales 
promotion justified in terms of the total sales produced, or, better 
still, has the net profit of the company increased because of the 
sales promotion effort? Comparison of the sales promotion costs 
with the actual sales and the ultimate net profit is the only really 
reliable measure. 


Capital Expenditures Budget 


Every business organization must have property, plant and 
equipment in order to operate. Replacements of or additions to 
these assets customarily require careful planning over long periods 
of time. The cost of new facilities is usually substantial, which 
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obviously poses the problem of how financing will be accomplished. 
Then there is the time factor; new facilities must be planned long 
in advance in order to have them available when needed. Accord- 
ingly, trends in the industry as well as the forecast of the organ- 
ization’s share in the potential market must be considered. Techno- 
logical advances in many industries have made it mandatory that 
equipment be replaced with more sophisticated or later model 
equipment in order to keep costs down and to maintain a favorable 
competitive position. Many variable factors have to be weighed 
before decisions can be made. 

The capital expenditures budget provides for the preliminary 
studies essential to the formulation of plans for ultimate acquisition 
of property, plant and equipment. It also gives effect to the current 
program of construction and acquisition. The current year’s 
requirements for capital expenditures as well as the provision for 
future years’ programs are important to any progressive business 
organization in order to assure its continued successful operation. 

While the stress in this section of the article has been placed 
upon the programs of profit-motivated business organizations, it is 
equally important that nonprofit organizations also recognize the 
importance of the capital expenditure budget. The same factors 
influence the decisions that must be made by directors or trustees 
relative to capital acquisitions. Programs for providing new 
property, plant and equipment must be considered well in advance 
of the time of need for the facilities. Coordination of these plans 
with fund raising is essential to the successful culmination of any 
program for expansion or replacement. 


Financial Budgets 


Few business or.nonprofit organizations are in the happy posi- 
tion that they do not have to carefully forecast their cash require- 
ments. The few organizations that do not have to consider this 
problem usually have reached that position by careful financial 
budgeting in prior periods. 

The forecast of cash receipts and cash requirements in the 
immediate future and for the long term are essential to the proper 
administration of the company’s or organization’s affairs. Finan- 
cial executives must lean heavily on the forecast of financial 
resources and requirements of their organizations in order to plan 
effective financing or to call for additional investment by owners 
and stockholders or for additional contributions from donors. 
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Budgeting and Forecasting 


Financing poses the problem of interest costs and the impact 
that such costs will have upon the net profits of future periods. 
Once the indebtedness has been incurred, it is mandatory that 
provision be made for the amortization of the principal balance of 
the loan as well as for the interest payments due on the unpaid 
principal balance. 

Coordination of all aspects of anticipated cash receipts and 
cash disbursements is essential to financial budgeting. It is neces- 
sary that the pattern of remittances from customers or donors be 
determined so that the cash inflow may be correlated with cash 
requirements. Careful planning and control minimizes the need 
for short-term borrowing in order to meet current financial 
obligations. 

It is a waste of time to prepare a cash forecast and then permit 
it to fall into disuse. Unfortunately, this sometimes happens. 
Instead of carefully comparing actual cash receipts and disburse- 
ments with the cash forecast, some financial executives work 
entirely with the actual figures. Certainly, the actual figures are 
by far the most important, but for planning purposes the forecast 
must be adjusted to reflect the anticipated requirements for the 
immediate future and the long term. It is too late to plan a finan- 
cial program when the cash requirement has arisen. Therefore, 
enlightened financial management avoids this pitfall by advance 
planning through the financial budget. 
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Awards and Prizes 
THE PRIZE-WINNING ARTICLES FOR 1959 


The Firm is pleased to announce the awards for the best manu- 
scripts by staff members published during 1959 in The Journal 
of Accountancy, the Lybrand Journal and other technical magazines 
and journals. 


The Journal of Accountancy: 


First Prize—$1,000. Awarded to CLirrorp W. Stowe for 
his article entitled ““Moral Responsibility in Tax Practice.” 


Lybrand Journal: 


First Prize—$1,000. Awarded to Dr. Micuart SHEGDA 
for his article entitled ““Management Action and Planning 
for Successful EDP Installation.” 


SeconD PrizeE—$500. Awarded to J. WALKER Voris for his 
article entitled “Cost Consciousness Through Cost Control.” 


Other Publications: 


First Prize—$1,000. Awarded to Dr. Feitrx Kaurman for 
his article entitled “EDP and the Disenchanted’”’ which 
appeared in The California Management Review. 





SeconD PrizE—$500. Awarded to Stanley C. Simon for his . 
article entitled “Supreme Court Says No to Capital Gain ) 
Treatment of Carved-Out Oil Payments” which appeared 

in Tazes. 











EDP Bibliography 


Electronic Data Processing— 
Subject Bibliography of 
Periodical Literature, 1959* 


The rapid acceptance of electronic data processing equipment has 
given rise to a corresponding growth of periodical literature relating 
to all phases of EDP. The Firm’s Management Services Research 
Staff has prepared this subject bibliography for those who may be 
interested in articles reporting current EDP trends and procedures. 

Approximately seventy-five periodicals published during the 
valendar year 1959 have been reviewed, and articles of general 
interest in the field of electronic data processing have been selected. 
Articles dealing primarily with specifications of manufacturers’ 
equipment have been excluded since such specifications are included 
in the Lybrand publication and updating service “EDP Equip- 
ment Characteristics.” 

The selected articles have been classified according to subject 
only, and within a given subject category alphabetically by title. 
Where several subjects were covered in an article its title is repeated 
under each pertinent heading. 


ACCOUNTS PAYABLE 

“Accounts Payable—Automatically,” T. M. Kobza, American Business, 
September 1959, p. 14ff. 

“Equipping the Accounts Payable Department to Handle all its Func- 
tions,” Robert G. McQuillan, N.A.A. Bulletin, January 1959, p. 30ff. 

“$2,500,000 Extra Business Without Extra Bookkeeping,” J. Pryor Wise, 
American Business, October 1959, p. 28. 

“The Impact of E.D.P.,” Albert F. Swierat, Journal of Machine Account- 
ing, November 1959, p. 19ff. 

“Magnetic Tape Pays A.T. & T. Dividends,” E. Whitmore, Management 
& Business Automation, May 1959, p. 14ff. 

“‘Sensimatic Used for Accounts Payable,” Edith Harwith Goodman, Com- 
puting News, January 1, 1959, No. 140, p. 3ff. 

“Solving the Disbursement Problem,”’ Best’s Insurance News, Fire and 
Casualty Edition, October 1959, p. 31ff. 

“305 RAMAC at the Frank W. Kerr Company,” W. J. Parsons, Comput- 
ing News, May 15, 1959, No. 149, p. 13ff. 

“Three-Way Tape Exchange Cuts Paperwork,” Management & Business 
Automation, May 1959, p. 30ff. 

* Copies of this bibliography are available upon request from the Firm’s 

Management Services Research & Consulting Division. 
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ACCOUNTS RECEIVABLE 

‘Automatic Writing Speeds Order Processing,” Management & Business 
Automation, September 1959, p. 25ff. 

“Automation Clears Processing Blockade When Accounts Receivable Are 
Tripled,” Credit and Financial Management, May 1959, p. 18ff. 

“Billing at Point of Packaging Solves Problem of 10-Plant Manufacturer,” 
Credit and Financial Management, March 1959, p. 18ff. 

“Carte Blanche—The Automated Credit Card,”’ A. E. Keller, Management 
& Business Automation, July 1959, p. 8ff. 

““Cenco’s Order Processing System,” Phil Mirsch, The Office, March 1959, 
p. 104ff. 

“Centralizing Accounts Receivable Records,” Jesse F. Vaughn, Systems 
Magazine, May-June 1959, p. 24ff. 

“Electronic Processing Gives Credit Executive More Management Time,” 
Credit and Financial Management, July 1959, p. 16ff. 

“Electronics—Automating Accounts Receivable,” Vincent C. A. Bitter, 
Retail Control, October 1959, Part II, p. 31ff. 

“TI D P Speeds 2000 Orders a Day and Spans 50-Mile Gap Between Plants,” 
Credit and Financial Management, January 1959, p. 24ff. 

“Order Service, Shipping & Billings on a 305 RAMAC,” Donald Marvel, 
Journal of Machine Accounting, January 1959, p. 10ff. 

‘“‘Harvard Issues Electronic Report,” J. Gordon Ross, C. H. Mann, Amer- 
ican Gas Association Monthly, October 1959, p. 22ff. 

“Punched Card Billing and Accounting,” George Elliott, The Interpreter, 
August 1959, p. Iff. 

“305 RAMAC at the Frank W. Kerr Company,” W. J. Parsons, Comput- 
ing News, May 15, 1959, No. 149, p. 13ff. 

“Case Study—E. H. Sargent & Company,” Ellsworth Holaday, Journal 
of Machine Accounting, September 1959, p. 38ff. 

“Statements Mailed Ten Days Sooner With New System,” Nicholas 
Bayard, American Business, April 1959, p. 33ff. 

“Steering Committee Reports Final Comments,” AGA.-EE] Electronic 
Research Steering Committee, American Gas Association Monthly, Oc- 
tober 1959, p. 34ff. 

“Tabulating, Visual Record Equipment Combined in Alpha-Numeric Sys- 

tem” Credit and Financial Management, June 1959, p. 14 ff. 

Total’ Systems—Approach to Integrated Data Processing Pays Off for 
Seagrams,” Joseph C. Blunt, Office Management, June 1959, p. 39ff. 
AGRICULTURE 

“Computer in the Cornfield,” Management & Business Automation, May 
1959, p. 26ff. 

AIRLINES 

“American Airlines Automates Reservations for The Jet Age,” A. E. 
Keller, Management & Business Automation, January 1959, p. 15ff. 

“American Airlines Will Install Giant Processing System for Reserva- 
tions,” Office Management, December 1959, p. 42ff. 

“The Inventory Concept of Accounting as Expressed by Electronic Data 

Processing Machines and Applied to International Air Transportation,” 
John S. Woodbridge, N.A.A. Bulletin, October 1959, p. 5ff. 
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APPLICATIONS—MISCELLANEOUS 

“Check Writing on Tab,” Gordon Johnson, Journal of Machine Account- 
ing, January 1959, p. 41. 

“The Computer Challenge,” E. D. Dwyer, Navy Management Review, 
August 1959, p. 2ff. 

“Computer in the Cornfield,” Management & Business Automation, May 
1959, p. 26ff. 

“Could a Machine Make Probability Judgments?” I. J. Good, Computers 
and Automation, January 1959, p. 14ff., February 1959, p. 24ff. 

“Data Processing Streamlines Student Accounts,” John Metz, American 
Business, December 1959, p. 34 ff. 

“Electronic Computer Reduces Months’ Work to One Day in Servicing 
Publisher’s Accounts,” Credit and Financial Management, November 
1959, p. 16ff. 

“GE’s 704-709 Provides a Dynamic Computer Approach to Business 
Measurements,” A. Keller, Journal of Machine Accounting, July 1959, 
p. 17ff. 

“General Foods Survey Approach to Electronics,’ B. N. Clune, Journal 
of Machine Accounting, August 1959, p. 37ff. 

“How We Achieved Ready Control of Fixed Asset Detail,” Hilmer O. 
Hagen, N.A.A. Bulletin, July 1959, p. 72ff. 

“How Punch Card Accounting Can Be Used by Small Colleges,’’ Howard 
N. Smith, Lybrand Journal, Vol. 40, No. 3, p. 63ff. 

“IT D P Speeds 2000 Orders a Day and Spans 50-Mile Gap between Plants,” 
Credit and Financial Management, January 1959, p. 24ff. 

“I D P Speeds Up Records on Juvenile Products,” George F. Legassey, 
The Controller, September 1959, p. 432ff. 

“Modern Developments in Control,” Joseph F. Manildi, Automation, July 
1959, p. 70ff. 

“Novel Applications of Computers,” Computers and Automation, March 
1959, p. 12ff. 

“Plans for Ordinary Life Insurance Combined Functions Using 1.B.M. 
650 with Tapes,” R. C. Dowsett, The Interpreter, April 1959, p. 3ff. 
“Show Goes on—by Punch Card,” Business Week, May 23, 1959, p. 177. 
“Some Important Applications of Computers,’’ Computers and Automation, 

October 1959, p. 12ff. 

“Case Study—‘The Snow Corp.’,” E. H. Elstun, Journal of Machine 
Accounting, March 1959, p. 52ff. 

“The Use of Univac in Processing and Analyzing Origin-Destination for 
the Washington, D. C., Metropolitan Area,’ Dr. Ernest E. Blanche, 
Journal of Machine Accounting, August 1959, p. 26ff. 


AUDITING AND EDP 
“Audit Control Under Automation,” Banking, June 1959, p. 48ff. 
“Auditing the Computer,”’ Accountancy, July/August 1959, p. 368ff. 
“The Auditor Encounters Computers,” C. E. Grody, Internal Auditor, 

March 1959, p. 31ff. 
“The Auditor Uses the Computer,” Thomas E. McCullough, The Internal 

Auditor, December 1959, p. 34ff. 
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AUDITING AND EDP—Continued 


“Auditors & Automation,” Charles E. Grody, Best’s Insurance News, Life 
Edition, September 1959, p. 105ff. 

“Better Methods & Systems—The Auditor’s Job in the Computer Era,” 
E. T. Shipley, Banking, March 1959, p. 46ff. 
“The British Computer Society Conference, Cambridge, England, June 
22-25, 1959,”” Computers and Automation, September 1959, p. 12ff. 
“The Challenge—Auditing Automation,” 
February 1959, p. 26ff. 

““A Computer’s Potential,’ Banking, December 1959, p. 38ff. 

“Document and Audit Control,” W. R. Still, Best’s Insurance News, Fire 
and Casualty Edition, August 1959, p. 82ff. 

“Document and Audit Control of Actions Under IBM 705 System,” W. R. 
Still, The Interpreter, December 1959, p. 17ff. 

“Electronic Data Processing—Programming for the Internal Auditor,” 
Virgil Blank, The Internal Auditor, September 1959, p. 16ff. 

“The Experience of Auditors with EDP,” Kenneth G. Cadematori, The 
Price Waterhouse Review, Summer 1959, p. 20ff. 

“Tnternal Control, Audit Trail & Electronics,” Kenneth G. Cadematori, 
New York Certified Public Accountant, June 1959, p. 426ff. 

“The Nature of Computer Control,” George M. Perry, The Internal Audi- 
tor, December 1959, p. 29ff. 

“Service Centers and the CPA,” Leon E. Vannais, Journal of Accountancy, 
February 1959, p. 47ff. 

“Some Audit Aspects of Punched Card and Electronic Data Processing,” 
Harold E. Paddock, The Internal Auditor, June 1959, p. 38ff. 

“The Stony Audit Trail—The Auditor Encounters Computers,’ Charles E. 
Grody, Auditgram, August 1959, p. 9ff. 

“What Shall We Do About EDP?” Brian Stonier, The Chartered Account- 
ant in Australia, February 1959, p. 394ff. 


Peter Arnstein, Auditgram, 


AUTOMATIC PROGRAMMING 





“Automatic Programming Answers a Need,” Richard S. Bingham, Jr., 
Univac Review, Summer 1959, p. 6ff. 

“Automatic Programming—Fact or Fancy?” M. N. Loden, Management 
& Business Automation, February 1959, p. 29ff. 

“Automatic Programming in the Soviet Union,” A. P. Ershoy, Datama- 
tion, July/August 1959, p. 14ff. 

“Automatic Programming—What Does It Offer, How Does It Work?” 
Robert Smith, Office Management, August 1959, p. 19ff. 

“Automatic Programming—What Does It Offer, How Does It Work?” 
Robert Smith, Office Management, September 1959, p. 24ff. 

“Better Methods & Systems—Preparing for Automation,” E. T. Shipley, 
Banking, May 1959, p. 48ff. 

“The British Computer Society Conference, Cambridge, England, June 
22-25, 1959,”” Computers and Automation, September 1959, p. 12¢#f. 

“A Checklist of Intelligence for Programming Systems,” R. W. Bemer, 

Communications of The Association for Computing Machinery, March 

1959, p. 8ff. 
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JTOMATIC PROGRAM MING—Continued 


“Common Business Languages for ADP—A Progress Report,” Automatic 
Data Processing Service Newsletter, October 5, 1959, p. 1ff. 

“Electronic Processing,” J. P. Taheny, Best’s Insurance News, Fire & 
Casualty Edition, July 1959, p. 36ff. 

“Fortransit, a Universal Automatic Coding System for the I.B.M. 650,” 
B. C. Borden, Journal of Machine Accounting, July 1959, p. 44¢f. 

“Handling Identifiers as Internal Symbols in Language Processors,”’ Francis 
A. Williams, Communications of The Association for Computing Machin- 
ery, June 1959, p. 21ff. 

“Look Before You Leap,” H. E. Randall, Banking, July 1959, p. 42ff. 

“New Programming Approaches Continue to Simplify Computer Applica- 
tions,” Robert M. Smith, Office Management, June 1959, p. 27ff. 

“Proposal for a Feasible Programming System,” Philip R. Bagley, Com- 
munications of The Association for Computing Machinery, August 1959, 
p.. Tit. 

* ‘SALE,’ a Simple Algebraic Language f “ngineers,’’ Brittenham, Clark, 
Kuss & Thompson, Communications 0) The Association for Computing 
Machinery, October 1959, p. 22ff. 

“Signal Corps Research and Development on Automatic Programming of 
Digital Computers,” Capt. Wm. Luebbert and Capt. P. W. Collom, Jr., 
Communications of The Association for Computing Machinery, February 
1959, p. 22ff. 

“Size Is No Barrier to EDP,” B. W. Taunton, Banking, June 1959, p. 115. 

“* “Speed” and the LGP-30 Automatic Coding System Now in Use,” Data- 
mation, May/June 1959, p. 38ff. 

“Statistical Programs for the IBM 650—Part I,” John W. Hamblen, Com- 
munications of The Association for Computing Machinery, August 1959, 
p. 13ff. 


AUTOMATION 


“Automating Is a Job for Top Management,” C. F. Robinson, Manage- 
ment & Business Automation, February 1959, p. 14ff. 

*‘Automation—A Redeeming Factor At S & M,” Management & Business 
Automation, September 1959, p. 32ff. 

“Automation Gains Momentum,” O. P. Gardner, Journal of Machine Ac- 
counting, August 1959, p. 41ff. 

“Automation of Office Procedures 





Military Medical Supply Agency— 
Brooklyn, N. Y.,’’ Navy Management Review, February 1959, p. 17ff. 

“Better Methods & Systems—Preparing for Automation,” E. T. Shipley, 
Banking, May 1959, p. 48ff. 

“Check Writing on Tab,” Gordon Johnson, Journal of Machine Account- 
ing, January 1959, p. 41. 

“Computer Controlled Power Generation,” F. A. Ritchings and W. A. 
Summers, Automation, November 1959, p. 90ff. 

“The Fine Art of Mechanizing Clerical Work,” Arthur B. Toan, Jr., Price 
Waterhouse Review, Summer 1959, p. 46ff. 

**Mechanical Check Handling—Special Issue,” Auditgram, November 1959, 
p. 5ff. 
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AUTOMATION—Continued 

*“Modern Developments in Control,”’ Joseph F. Manildi, Automation, July 
1959, p. 70ff. 

“On the Road to Automation,” Banking, January 1959, p. 42¢f. 

“Operation Transition—A Big Step for Pacific Power & Light,” Manage- 
ment & Business Automation, November 1959, p. 22ff. 

“Prelude to Mechanization,” G. C. Blackaller, Journal of Machine Ac- 
counting, April 1959, p. 15ff. 

“Progress in Computers & Office Automation,” U. J. Ford, Journal of 
Machine Accounting, August 1959, p. 14ff. 

“Selective Addressing by Tab Cards,” Management & Business Automation, 
December 1959, p. 20ff. 

““Today’s Office—Getting Set for Tomorrow’s Opportunity,’ Dun’s Review 
and Modern Industry, September 1959, p. 53ff. 

“The Use of Univac in Processing and Analyzing Origin-Destination for 
the Washington, D. C., Metropolitan Area,” Dr. Ernest FE. Blanche, 
Journal of Machine Accounting, August 1959, p. 26ff. 

BANKING 

““Agreement on Magnetic Ink Check Character,” Banking, January 1959, 
p 122. 

“The Application of a Computer to Bank Accounting,” B. W. Taunton, 
Computers and Automation, July 1959, p. 18ff. 

‘Applications of Electronics to Trust Accounting,” Leonard G. Getschel, 
Auditgram, October 1959, p. 24ff. 

*‘Audit Control Under Automation,” Banking, June 1959, p. 48ff. 

“Automatic Premium & Loan Administration,” Philip Eagen and R. G. 
Diepenbrock, The Interpreter, July 1959, p. 1ff. 

“Automation Trends in the Banking Industry,” F. Byers Miller, Audit- 
gram, May 1959, p. 6ff. 

“Available Electronic Hardware,” Neal J. Dean, Auditgram, September 
1959, p. 4¢f. 

“Avenues to Automation,” Richard L. Kraybill, Banking, October 1959, 
p. 60ff. 

*“Bank’s Automated System Consolidates Clerical Work of All Its Branch 
Offices,” C. R. Ballard, The Office, September 1959, p. 136ff. 

“Bank Automates Stock Transfer Paperwork,” Banking, September 1959, 
p. 42ff. 

“Better Methods & Systems—The Auditor’s Job in the Computer Era,” 
E. T. Shipley, Banking, March 1959, p. 46ff. 

“Better Methods & Systems—Preparing for Automation,’ E. T. Shipley, 
Banking, May 1959, p. 48ff. 

“Better Methods & Systems—Using the Common Machine Language,” 
Harry E. Mertz, Banking, February 1959, p. 40ff. 

“Bond Accounting on Tabulating Cards,’ W. H. Thompson, The Inter- 
preter, August 1959, p. 3ff. 

“‘Boston’s First National Goes Automated with Teamwork,” A. E. Keller, 
Journal of Machine Accounting, August 1959, p. 22ff. 

** *Break-Through’ in Data Processing,” J. Allan Rhea, American Business, 

October 1959, p. 31ff. 
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“Business-Type Problems From a Computer Standpoint,’’ Dr. Paul Brock, 
Computers and Automation, August 1959, p. 18ff. 

“Charge Accounts at the Bank,” Edith Harwith Goodman, Computing 
News, January 15, 1959, No. 141, p. 19ff. 

“Dual Code Perforation—A Supplement to Magnetic Characters,” J. E. 
Jones, Journal of Machine Accounting, April 1959, p. 43ff. 

“Electronic Accounting for Small Banks,” Banking, January 1959, p. 43ff. 

“Electronic Mortgage Accounting,” R. T. Wiseman, F.S.A., Systems Maga- 
zine, May, June 1959, p. 8ff. 

*“ERMA Automates Checking at Bank of America,” J. Allan Rhea, Ameri- 
can Business, November 1959, p. 32ff. 

‘*Fidelity’s Move to Electronic Banking,’”’ Management & Business Auto- 
mation, July 1959, p. 13ff. 

“The File Problem in Bank Automation,” Automatic Data Processing 
Service Newsletter, August 10, 1959. 

“Installing Post-Tronic Machines to Account for Our Checking Deposits,” 
Auditgram, March 1959, p. 45. 

““Look Before You Leap,” H. E. Randall, Banking, July 1959, p. 42ff. 

“Magnetic Ink Goes To Work,” A. E. Keller, Management & Business 
Automation, September 1959, p. 14ff. 

“Magnetic Ink’s Imprint on Banking,” John Cooley, Banking, November 
1959, p. 42ff. 

“Major Breakthrough in Paper Processing,” Arnold E. Keller, Manage- 
ment & Business Automation, March 1959, p. 15ff. 

““Mechanical Check Handling—Special Issue,” Auditgram, November 1959, 
p. 5ff. 

“Mechanized Checks: Final A. B. A. Report,” Automatic Data Processing 
Service Newsletter, April 20, 1959. 

“New Concept in Electronically Controlled Demand Deposit Accounting,” 
Journal of Machine Accounting, June 1959, p. 57. 

“New Equipment to Incite Quiet Revolution in Office Methods,” Charles 
F. Johnson, American Business, April 1959, p. 36ff. 

“New N.C.R. Bank Machines Conform with Common Machine Language 
for Check Handling,” Journal of Machine Accounting, November 1959, 
p. 27ff. 

“On the Road to Automation,” Banking, January 1959, p. 42ff. 

“One Step Processing of Consumer Loan Accounting Operations,” Ray 
Brooks, Journal of Machine Accounting, September 1959, p. 42ff. 

“Plan Now for Automation,” H. W. Kalb, Auditgram, March 1959, p. 14ff. 
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Management for Profit 
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Direct Costing 
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Return on Investment as a Con- 
trol Aid in Management 


Problems of Becoming a C.P.A. 


A Review of EDP Applications 
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Regulation of Securities Issues by 
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Selling Accounting to 


ment 
Accounting as a Career 


Manage- 
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Detroit sponsored by Wayne State U. 
and Small Business Administra- 
tion at Lee Thurston High School 
17 Robert W. Davis, N.A.A., Cincinnati Chapter 
Cincinnati 
17 James E. Meredith, Jr., N.A.A., Richmond Chapter 
Philadelphia 
18 William G. Casey, Harvard Business School 
Boston 
19 James Neely, Jr., Ninth Annual Institute for Maine 
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Boston 
Herman C. Heiser, 
M.S.R. & C.D. 


Industry, Colby College 


Illinois Manufacturers Cost Asso- 
ciation, Chicago 


Topic 
Farm Tax Problems 
Accounting as a Career 
Operations Research in Budgeting 
Management Services by C.P.A.s 


Income Tax Record Keeping the 
Easy Way 


Tools for the Analysis of the Sys- 
tems Problem 


Management Decisions and Taxes 


The Defalcation Dilemma 


Personal Income Taxes 


Simulation Models in Operations 
Research 


Management Services by C.P.A.s 


Revitalizing the Cost Accounting 
System 


How Federal Income Tax Regula- 
tions are Developed 


The Profession of Accounting 
Management Reporting 
Management Services by C.P.A.s 
Your Future in Tax Accounting 
Recent Developments in Federal 


Income Taxes 
Taxation of Smaller Businesses 


Federal Taxation 


Inventory Management and Pro- 
duction Control 


Direct Costing 


Impact of Data Processing Ma- 
chines on Business 


Direct Costing 
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Date Speaker 

Mar. 

93 Joseph M. Conder, 
Dallas 


94 Raymond J. Leisner, 
Cincinnati 

9 Harry C. Vournas, 
Los Angeles 

9% Frank H. Gafford, Jr., 
Birmingham 

98 James P. Colleran, Jr. 
Cleveland 

99 Philip L. Defliese, 
New York 


99 Lewis A. G. Martorano, 
Philadelphia 
299 Herman Stuetzer, Jr., 
Boston 
30 John J. McCullough, 
Detroit 
Fred C. Dennis, 
Cincinnati 
James E. Meredith, Jr., 
Philadelphia 


3 


= 


3 


= 


Organization 


Institute of Internal Auditors, 
Dallas 


N.A.A., Cincinnati Chapter 


California Society of C.P.A.s, 
Bakersfield Chapter 


American Institute of Industrial 
Engineers, Birmingham Chapter 
Brooklyn Heights Kiwanis Club 


Georgia State Society of C.P.A.s, 
Atlanta Chapter 


Chamber of Commerce of Greater 
Philadelphia 


Massachusetts Society of C.P.A.s 
Grosse Pointe High School 
Beta Alpha Psi, University of 


Cincinnati Chapter 
N.A.A., Pittsburgh Chapter 








Speaking Engagements 
Topic 


Cooperation Between Internal 
Auditor and Independent Public 
Accountant 

Panel Member—Make or Buy 
Decisions 

Management Services As It Re- 
lates to the Small Practitioner 


Panel Discussion—Modern Man- 
agement Techniques 


Federal Tax Tips for the Individual 


Panel Discussion—Current Activi- 
ties of the Auditing Procedure 
Committee, A.I.C.P.A. 


Product Costing 

Panel Member—Massachusetts 
State Taxes 

European Common Market 


Ohio C.P.A. Law 


Conference Session Chairman— 
Operating Budgets 
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Notes 


INTERNATIONAL FIRM 


The new address of the Kuala Lumpur (Federation of Malaya) 
office is as follows: 
28-30 Old Market Square 
(2nd floor) 
Kuala Lumpur, Malaya 
Telephones: 83144/6 
The address of the Munich, Germany, office has been changed 
to the following: 
Sonnenstrasse 33/v, Aufgang B 
Munich 15 
The address of the Toronto office has been changed to the 
following: 
100 University Avenue 
Toronto 1, Ontario 
Mr. Henry Benson, C.B.E., F.C.A., has been appointed by 
the Minister of Transport as a member of an advisory body of 
four, with Sir Ivan Stedeford, K.B.E., as chairman, to examine 
the structure, finance and workings of the organizations at present 
controlled by the British Transport Commission. 
Mr. S. John Pears, on June 1, was elected President of the 
Chartered Accountants Institute of England and Wales. 


BIRMINGHAM 


Mr. Bill Goodner has been named a charter member of the re- 
cently organized Estate Planning Council of Birmingham. 

Mr. Ragsdale served as a member of the Citizens Committee 
of the Birmingham Chamber of Commerce to study a bond issue 
proposed by that city. 


BOSTON 


Mr. Melvin A. Dyson is instructing a course in managerial ac- 
counting at Northeastern University. 

Mr. J. Paul Finnegan is teaching a course on the Basic Prin- 
ciples of Federal Income Taxation at the Boston Chapter of the 
American Institute of Banking. He has also been appointed to 
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Notes 


the Standing Committee of the United Fund in the Town of 
Scituate and is Treasurer of the Old Colony Harvard Club for 
one year. 

Mr. Joseph B. Fyffe has been reelected Director of the Har- 
vard Musical Association. 

Mr. Higbee is serving as Treasurer and Trustee of the Hingham 
Public Library; he is also director of the Wompatuck Community 
Center, Inc. 

Mr. Stuetzer recently appeared before the Tax Committee of 
the Massachusetts Legislature on the sales tax question. He has 
also recently been elected Chairman of the Board of Selectmen 
of Hingham. 

Mr. William R. Wilson has been elected a member of the 
Vestry of the Trinity Episcopal Church of Wrentham for two 
years and is Treasurer for the Salvation Army Unit. He is also 
serving the town as a member of the Board of Public Welfare 
and as a member of the Insurance Committee for one year. 


CINCINNATI 
Mr. Robert W. Davis is serving the United Appeal—Community 
Chest—Red Cross of the Cincinnati area as Vice Chairman, Dis- 


trict Residental Solicitation and Mr. Waterfield is serving as 
Chairman, General Audit Campaign Committee. 


CLEVELAND 


The Cleveland Bar Association presented an award to the Firm 
in acknowledgment of the meritorious contribution of time, effort 
and skill in behalf of the Association in directing and certifying 
the audit of ballots cast in the Judicial Campaigns conducted by 
the Association for the past 25 years. The citation is reproduced 
on page 52 of this issue. 


DALLAS 


Mr. Arthur is Chairman of the Dallas Chapter of the Texas 
Society of C.P.A.s’ Committee on Investigating Use of Coopera- 
tive Students from Dallas Area Universities. Mr. Joseph M. 
Conder is serving as a member of this Committee. 

Mr. Welsch is Chairman of the Grounds & Scoreboard Com- 
mittee of the Golf Executives, Inc. and is also Co-Chairman of 


the Communications Committee. 
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DETROIT 


Miss Geraldine Dominiak and Mr. Lawrence Doyle were recently 
elected to membership in the Catholic Accountants’ Guild. 
Mr. Gofrank is President for 1960 of the World’s First Kiwanis. 
Mr. Lyons is serving as President of the United States Men’s 
Curling Club; he is also President of the Paul Bunyon Club. 
Mr. Teetzel is a member of the Board of Directors of the 
Lochmoor Club, Grosse Pointe. 
The following staff members have beene elected to member- 
ship in the Detroit Chapter of the N.A.A.: 


Alan E. Beatty Ronald Hamburger 
Morley P. Carscallen Vincent J. Lico 
Norman N. Griffin David Mandell 


Elwin C. Meyers 


HARTFORD 


Mr. Berthoud is serving as Treasurer of the University of Penn- 
sylvania’s Alumni Club of Greater Hartford. 


LOS ANGELES 


Mr. Bowles is serving as a member of the California State Board 
of Accountancy C.P.A. Complaints Committee for 1960. 

Mr. Charles R. Cook is Treasurer of the Nela Shrine Club 
and is also New-Club Chairman of the Optimist Club of Los 
Angeles. 

On May 20, at a dinner attended by the Los Angeles partners 
and his fellow associates, Mr. Alfred F. Matt was honored on his 
impending retirement. As a token of the high esteem in which he 
is regarded by his many friends, he was presented with a set of 
golf irons and with a plaque. 

Miss Madonna E. Newburg has been admitted to membership 
in the A.LC.P.A. 

Mr. James M. Nicolai is serving as a member of the Board of 
Directors for 1960 of the Los Angeles Junior Chamber of Com- 
merce. 

Mr. Warner is a member of the Finance Committee of the 
California Club, Treasurer of the Nixon for President Committee 
for California and Treasurer of the Los Angeles Citizens Com- 
mittee for School Development. 
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The following members of the Los Angeles staff have received 
C.P.A. certificates: 


Manuel J. Armendariz Carl M. Moser 
John E. Cutler Edward R. Pasini 
Neal M. Edwards Gerald R. Perlstein 
Edward L. Lengtat Robert A. Poons 


The First Annual Staff Golf and Bridge Outing was held at 
the Riviera Country Club on April 25 and was declared by those 
in attendance as an outstanding success. In addition to the guvif 
and bridge tournaments, other games and activities were indulged 
in by those present. 

A perpetual golf trophy was graciously donated to the office 
by Coopers and Lybrand, Mexico City. Sr. Rolando Ortega, a 
representative of that office, temporarily assigned to Los Angeles, 
presented the trophy to Mr. Warner, who was gross winner by a 
considerable margin. 


LOUISVILLE 


Mr. Thomas K. Baer is Vice President for 1960-61 of the Junior 
Chamber of Commerce. 

Mr. Glore is again participating in the Heart Fund Drive for 
the city of Louisville. 

Mr. Norris E. Krall has been awarded his C.P.A. certificate. 

NEW YORK 
Mr. Auerbach is serving as a member of the Estate Planning 
Council of New York City. 

Mr. Bardes is serving as a member of the Committee on Taxa- 
tion of the National Association of Manufacturers. He is also 
Chairman of the Public Accounting Division of the Boy Scout 
Capital Camp Campaign. 

Mr. Doty has been elected to the Board of Governors of 
Arthritis and Rheumatism Foundation, Inc. 

Mr. Fernald received an honorary LL.D. on February 14 at 
the 125th Anniversary of Marietta College, Marietta, Ohio. 

The following members of the New York staff have successfully 
completed the November, 1959 examination: 


J William Biggs George J. Lamoureux 
Donald L. Carlile James J. Quinn 
Robert M. Fischer Julius L. Ross 
Frederick D. Heiman Albert W. Russ 
Daniel J. Klein Arthur L. Simon 


John H. Winters 
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PHILADELPHIA 


Mr. Edward F. Habermehl has been appointed auditor of War- 
rington Township, Bucks County. 

Mr. Moneta has been elected Treasurer of the Philadelphia 
Country Club. He has also been appointed to the Board of 
Governors of Commerce and Industry Council of the Greater 
Philadelphia Chamber of Commerce. 

Mr. Kenneth J. Mutzel is a member of the Borough Council 
of Barrington, Camden County, N. J. 

Mr. Schweitzer is serving as Chairman of the Audit & Report 
Committee of the 1961 Campaign of the United Fund Torch Drive 
of Greater Philadelphia Area. 

PITTSBURGH 
Mr. Gelbert is Chairman of the Planning Committee of the 
Pennsylvania State University Fourteenth Annual Tax Seminar. 

Mr. Kenneth P. Johnson has been elected Treasurer of Northern 
St. Clair Home Owners Association. 

Mr. Kulzer has accepted an invitation to serve on the Com- 
munity Advisory Committee of the Junior League of Pittsburgh, 
Inc. 


PORTLAND 


Mr. Roy H. Webster is a member of the Recreational and Natural 
Resources Committee of the Chamber of Commerce for the year 
1960. He is also Treasurer and a member of the Board of Trustees 
of the Portland Civic Theatre. 


ROCKFORD 


Mr. John S. Eaton was a delegate to the inauguration of the new 
President of Rockford College. 


SAINT LOUIS 


Mr. John D. Mains appeared as a judge on an educational tele- 
vision program sponsored by the Internal Revenue Service; he has 
also been elected a member of the Board of Education of his local 
school district in Belleville, Illinois. 

SAN FRANCISCO 


Mr. Giles has been reappointed Consulting Professor of Public 
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Accounting at Stanford University Graduate School of Business 
for the Academic Year 1960-61. 

Mr. Carl F. Grove is serving as Chairman of the California 
Society of C.P.A.s subcommittee appointed to plan and present 
a technical session entitled ‘““Mechanizing the C.P.A.’s Own Office” 
at the Annual Meeting in 1960. 

Mr. Huss is serving as a member of the House Committee of 
the St. Francis Yacht Club and is also a member of the Tax 
Section of the San Francisco Chamber of Commerce. 

Mr. Joseph J. Hyde has been admitted to membership in the 
A.LC.P.A. 

Mr. Donald G. Perry recently served as an instructor in staff 
training programs for accountants at the University of California, 
Santa Barbara. 

Mr. Schroeder is a member of the Finance Committee of the 
Palo Alto Hills Golf and Country Club. 

SEATTLE 
Mr. Aiken is a member of the Board of Trustees for 1960 of the 
Plymouth Congregational Church, Chairman of the Budget Com- 
mittee of the Tulsa Community Chest for the coming year and 
has been elected to the Advisory Committee for Tulsa University’s 
Accounting Conference. 

Mr. Bernhard U. Krummel has been elected to the Board of 
Trustees of the German Old Peoples Home Association of Seattle 
and has been reappointed a member of the Finance and Manage- 
ment Committee of the Board of Trustees of Group Health 
Cooperative of Puget Sound. 

TULSA 
Mr. McKibben is serving as Treasurer and a member of the Board 
of Directors of the Tulsa Y.M.C.A. for 1960-61. 

Mr. Reyburn is Treasurer of the First Baptist Church and has 
been appointed a Trustee and Endowment Counselor of the 
Tulsa Psychiatric Foundation, Inc. 

Messrs. Don H. Freeman and Jack A. Sharp, Jr. have been 
admitted to membership in the Oklahoma Society of C.P.A.s. 


WASHINGTON 


Mr. Yager participated in the April meeting of the American 


Institute’s subcommittee on Administration, Procedure and Mis- 
cellaneous Taxes in Raleigh, North Carolina. 
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Lybrand, Ross Bros. & Montgomery 


Cities 
BALTIMORE 2 
BIRMINGHAM 3 
Boston 10 
CuHIcAGo 4 
CINCINNATI 2 
CLEVELAND 14 . 
DALLAS 2 
DETROIT 26 
HARTFORD 3 


HousTon 2 


Los ANGELEs 13 . 


LOUISVILLE 2 
NEw YorK 4 
PHILADELPHIA 2 
PITTSBURGH 22 
PORTLAND 4 . 
RocKFORD 
Saint Louis 1 . 
SAN FRANCISCO 4 
SEATTLE 1 . 
TULSA 3 


WASHINGTON 5 


Offices 


Addresses 
First National Bank Building 
First National Building 
80 Federal Street 
Board of Trade Building 
Carew Tower 
Union Commerce Building 
First National Bank Building 
Book Building 
37 Lewis Street 
1114 Texas Avenue 
510 South Spring Street 
Heyburn Building 
Two Broadway 
Packard Building 
Oliver Building 
Executive Building 
119 North Church Street 
411 North Seventh Street 
100 Bush Street 
Skinner Building 
Philtower Building 


Investment Building 











Lybrand, Ross Bros. & Montgomery 


PARTNERS 


WiLiiaM M. LYBRAND 


CLARENCE H. AHSLER 
Ropert L. AIKEN 

J. F. Sruart ARTHUR 
J. K. S. ARTHUR 
NorMAN E. AUERBACH 
PHILip BARDES 

R. KirK BATZER 
HERMON F. BELL 
JoHN R. BERTHCUD 
NorMAN A. BoLz 
JosEPH W. BOWER 
HERBERT G. BOWLES 
LoutE M. BRADLEY 
Rocer F. Burp 

J. EDWARD BURKE 
HiLton R. CAMPBELL 
EDWARD G. CARSON 
Haro_p C. CHINLUND 
CLIFFORD J. CoDE 
Reep L. COLEGROVE 
JAMES P. COLLERAN 
W. Homer CONKLING 
WILLiaM P. CroucH 
Puitie L. DEFLIESE 
Frep C. DENNIS 
ALFRED T. DENT 
GEorGE E. Dory 
Henry C. ELFERS 
RicHARD T. FARRAND 
Henry B. FERNALD 
JOHN J. Fox 


LAWRENCE E. FRAZEE . 
Francis A. GALLAGHER 


JAMES E. GELBERT 
CLAUDE R. GILEs 

Haro_p W. GLORE 
FRANK L. GOFRANK 


RayMOND E. GRAICHEN 


CLARENCE R. Haas 
JoEL D. HARVEY 
HERMAN C. HEISER . 
GeorcE A. HewitTr 
Epwarp W. HIGBEE 
ALBERT E. HUNTER 
J. WEsLEY Huss 
ALVIN R. JENNINGS 
GEORGE R. KEaAsT 


CHRISTOPHER H. KNOLL 


Ratpu P. KuLzer 
JOHN LEIGHTON 
Rosert M. LENG 
NorMAN J. LENHART 


New York 
Seattle 
Dallas 
Dallas 

New York 

New York 

New York 

New York 

Hartford 
Detroit 
Pittsburgh 
Los Angeles 
Los Angeles 
Philadelphia 

New York 

New York 

New York 

Baltimore 
Detroit 

New York 

Cleveland 

New York 

Houston 
New York 
Cincinnati 

Chicago 
New York 
New York 

Philadelphia 
. New York 
Detroit 

Rockford 

Rockford 
Pittsburgh 


San Francisco 


Louisville 
Detroit 
Phiiadelphia 
Philadelphia 
Boston 

New York 
Philadelphia 
Boston 
Boston 


San Francisco 


New York 


San Francisco 


New York 
Pittsburgh 
New York 
New York 
New York 





T. Epwarp Ross 


CCLEBURKE LYONS 
JULIAN R. MAHER 
JAMES J. MAHON 
WILiiAM F. MarsH 
JoHN J. McCuLLouGH 
Tuomas W. McKIBBEN 
JAMES E. MEREDITH, JR. 
Homer L. MILLER 
SAMUEL F.. MrrRANDY 
JOHN L. MONETA 
Harry W. Moore 
Louts C. MoscARELLO 
EDWARD P. MULLEN 
Fitay L. Murpny . 
RoBErT W. Myers 
EpwIn P. Nok Lt . 
JOHN C. PADGETT 
CHARLES A. PEARSON 
GLENN O. Petty 
JOHN C. PoTrER 
EDWARD J. PREMO 


Detroit 


New York 
New York 
Pittsburgh 
Detroit 
Tulsa 
Philadelphia 
Chicago 
New York 
Philadelphia 
Los Angeles 
New York 
Philadelphia 
Chicago 
Rockford 
Cleveland 
Cleveland 
Los Angeles 
Philadelphia 
Detroit 
Detroit 


WILL1AM W. RaGsDALE, Jr. Birmingham 


Louts H. RAPPAPORT 
HAROLD O. REYBURN 
Mark E. RICHARDSON 
PricE G. RIGHTER 

DonaLp M. RussELL 
RIcHARD W. RussELL 
WALTER L. SCHAFFER 


New York 

. Tulsa 
New York 
Philadelphia 
Detroit 

Los Angeles 
New York 


DoNALD W. ScHROEDER San Francisco 


GUSTAVE F. ScHWEITZER 
CaRL J. SIMON 

PRIOR SINCLAIR 
THOMAS J. SNOWDEN 
EDMUND A. STAUB 
WALTER R. STauB 
Harry H. STEINMEYER 
HERMAN STUETZER, JR. 
JOSEPH E. TANSILL 
PuiLip J. TAYLOR 
ALBERT P TEETZEL 
Leo V. TINKHAM 
CHARLES H. Towns 
GLENN E. WABEL 
MarK ©. WALKER 
ROBERT S. WARNER 
WILuis K. WATERFIELD 
GopFREY W. WELSCH 
PauL M. WHITMAN 
PauL D. YAGER 
Harry C. ZuG 


Philadelphia 
New York 
New York 

Saint Louis 
New York 
New York 

Philadelphia 

Boston 
Chicago 
Philadelphia 
Detroit 
Chicago 
New York 
Chicago 
Boston 

Los Angeles 

Cincinnati 

. Dallas 
Cincinnati 
Washington 
Philadelphia 








